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TUESDAY, APRIL 15, 1958 


House oF REPRESENTATIVES, 
CoMMITTEE ON ForEIGN AFFAIRS 
Washington, D. C. 

The committee met in executive session at 10:30 a. m., in room G-3, 
United States Capitol, Washington, D. C., Hon. Thomas E. Morgan 
(acting chairman) presiding. 

Acting Chairman Moraean. Now, continuing our hearings on 
mutual security, we have with us this morning Mr. Clive DuVal, 
General Counsel of the United States Information Agency. 

Do you have a statement, Mr. DuVal? If so, go right ahead. 


STATEMENT OF CLIVE L, DuVAL II, GENERAL COUNSEL, UNITED 
STATES INFORMATION AGENCY 


Mr. DuVatu. Mr. Chairman and members of the committee, the 
committee has before it a proposal to amend the basic law applicable 
to the informational media guaranty program (sec. 1011 of Public Law 
402, 80th Cong.)—that is the United States Information and Educa- 
tional Exchange Act of 1948—to provide for annual appropriations 
to restore realized impairment of the capital used to finance the 
informational media guaranty, or IMG, program. 

As you know, the IMG program was first authorized by the Eco- 
nomic Cooperation Act of 1948, and the provisions authorizing the 
program were actually drafted and embodied in the act by members 
of this committee. 

As you are also aware, the IMG program promotes the sale, through 
normal commercial channels, of American ay periodicals, motion 
pictures, and other informational materials to foreign countries lack- 
ing dollar exchange. 

Under this program, the American exporter sells informational ma- 
terials to a foreign importer for foreign currency which is exchanged 
for dollars by the United States Information Agency. Most of the 
foreign currencies thus acquired are sold by the Treasury Department 
to other Government agencies for appropriated dollars, which in turn 
become available to back the issuance of additional guaranty con- 
tracts. The additional dollar funds required to operate the program, 
over and above the dollars obtained from the conversion of foreign 
currencies just mentioned, have since the inception of the program 
been borrowed from the Treasury Department as provided by the 
authorizing legislation. 

Due to losses and blockage of funds sustained over the past 9 years 
of program operations, the borrowing authority still available to the 
Agency is sufficient for an $11.4 million IMG program in the current 
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year, but insufficient to permit it to conduct an adequate IMG pro- 
gram in fiscal year 1959. 

Since the inception of the program in fiscal year 1949 through June 
1957, sales under the IMG program have resulted in the distribution 
overseas of $30.5 million worth of American books, periodicals, films, 
and other materials at an estimated net cost to the Government of 
but $7.2 million or about $800,000 per year. The $7.2 million repre- 
sents estimated losses in exchange transactions, where the rate of ex- 
change at which the American exporter sell his books or other ma- 
terials to a foreign importer—and at which the Agency converts his 
foreign currency sale proceeds into dollars—is less favorable than the 
rate at which the currencies are sold by the Treasury Department to 
other United States agencies. 

In addition, foreign currency proceeds of IMG sales may be blocked 
or may be excess to the needs of the United States, so that they can- 
not in the reasonably immediate future be converted into dollars. 
This blockage of funds brings the total impairment of IMG capital to 
about $12.1 million as of June 30, 1957. 

Since 1956 the borrowing authority of the Agency to finance the 
IMG program has been limited to $28 million. Borrowings to June 
30, 1957, were about $13 million, representing total impairment to 
the program to that date—$12.1 million—plus $900,000 of borrow- 
ings not yet reflected in the impairment figure. Of the $15 million 
remaining borrowing authority $9.6 million on June 30 was required 
to back outstanding IMG contracts. Hence, as of that date, only 
$5.4 million of the $28 million was uncommitted and available to 
apply against new contracts. 

As stated, this will carry IMG operations through the current year, 
but will not permit an adequate program in fiscal year 1959—which, 
if - aaa by Congress, we are projecting at a level of about $13 
mnillion. 

Consequently, the Agency is proposing the amendment before you, 
which in effect authorizes appropriations to restore the Agency’s 
borrowing authority for IMG purposes, to the extent it has been im- 
paired by program operations. Impairment is defined to consist 
primarily of the amount of realized exchange losses, plus the dollar 
cost of unsalable foreign currencies. The same proposal has been 
introduced by Senator Mansfield on the other side, as an amendment 
to the Mutual Security Act of 1954, as amended. 

While the exact amount of the appropriation which will be re- 
quested, if the present authorizing legislation is approved, has not 
yet cleared the Bureau of the Budget, we believe it will be in the 
vicinity of $8 million, an amount sufficient to provide for at least 2 
years’ IMG operations. 

Any appropriations made under the proposal before you will be 
turned over to Treasury to retire outstanding indebtedness, thus 
permitting the Agency to make new IMG borrowings in an equivalent 
— within the present ceiling, after payment of interest charges 

ue. 

We feel that this proposal will afford the Congress control over the 
IMG program through the annual appropriations process, and at the 
same time, provide assurance of continuity to American exporters 
participating in the program. 

Mr. Beers, Chief of the IMG program, and I will be happy to answer 
any questions which the committee may have. Mr. Beers also has a 
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detailed statement, copies of which are before you, which we would 
like to insert in the record if agreeable to the chairman. 
Acting Chairman Morean. Without objection, it is so ordered. 
(The statement referred to follows:) , 


STATEMENT OF RospertT M. Beers, Carer, INFoRMATIONAL Mep1a GUARANTY 
Division, Unirep States InFoRMATION AGENCY 


The legislative proposal now before this committee would amend the basic law 
applicable to the informational media guaranty program (sec. 1011 of Public 
Law 402, 80th Cong.) to provide for annual appropriations to restore realized 
impairment to the capital fund used to finance the informational media guaranty 
or IMG program. 

The IMG program promotes the sale, through normal commercial channels, of 
American books, periodicals, motion pictures, and other informational materials 
to foreign countries lacking dollar exchange. Under this program, the American 
exporter sells informational materials to a foreign importer for foreign currency 
which is exchanged for dollars by the United States Information Agency. Most 
of the foreign currencies thus acquired are sold by the Treasury Department to 
other government Jagencies for appropriated dollars, which in turn become avail- 
able to back the issuance of additional guaranty contracts. 

This is the revolving fund concept which is established under the borrowing 
authority provided in the basic legislation. The American exporter is paid dol- 
lars for his foreign currency. The foreign currency is sold to a Government 
agency for dollars paid out of its appropriation. These dollars are credited to 
the IMG revolving fund, following which the process is repeated. 

The additional dollar funds required to operate the program, over and above 
the dollars obtained from the conversion of foreign currencies, are borrowed from 
the Treasury against notes assumed by the Director of the United States Informa- 
tion Agency, pursuant to the authority of the Mutual Security Act of 1956. 

On October 7, 1957, the Consultative Subcommittee on State Department 
Organization and Public Affairs of the Senate Foreign Relations Committee 
under the chairmanship of Senator Mansfield, held a public hearing on the IMG 
program, At that time a complete presentation was made of IMG program oper- 
ations from the beginning of the prone in 1949 through June 30, 1957. 

Through fiscal year 1957, IMG contracts totaling about $51.6 million were 
issued effective in 16 foreign countries. Under these contracts, almost $30.5 mil- 
lion was paid out by the Government for foreign currencies. 

Seventeen million dollars was realized by the IMG revolving fund from the 
sale to various Government agencies of these currencies, and currencies valued 
at $6.3 million remained unsold in the Treasury Department’s IMG accounts. 

To finance these transactions approximately $13 million of the $28 million in 
total borrowing authority authorized by law, was borrowed from the Treasury. 
Since each dollar of guaranty issued must be backed up by a dollar in unused 
borrowing authority, $9.6 million of the $15 million remaining was committed 
against the IMG contracts outstanding. Hence, as of June 30, 1957, only $5.4 
million of the $28 million was uncommitted, and available to apply against new 
contracts. This amount will finance program operations through fiscal year 
1958 but unless the capital fund is replenished at this session of the Congress 
the guaranty authority will be exhausted during fiscal year 1959. 

In its report on the IMG program following the special hearing last October, 
the Senate Committee on Foreign Relations made a number of recommendations. 
The first of these related to the financing of IMG. The committee endorsed the 
concept that the capital fund necessary to carry out the program should be 
replenished on an annual basis through appropriations. The proposed legislation 
now before this committee, authorizes appropriations to restore the capital losses 
incurred since the beginning of the program. 

If all foreign currencies acquired under IMG were sold by Treasury at.the 
same rate of exchange at which they were purchased from American exporters, 
the IMG capital fund would not require replenishment. However, in some 
countries, currencies are acquired by the Government at one rate and sold by the 
Treasury at a depreciated rate. When this happens the IMG capital fund 
sustains an outright loss. 

Again, in some IMG countries, the United States Treasury is ane local 
currencies generated by other Government programs in amounts excess to United 
States Government needs. 

In such cases, IMG currencies may not be readily salable and the IMG capital 
ae a may not recover the dollars paid for these currencies until sometime in the 
uture. 
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Lastly, in a very few countries, the IMG agreement with the foreign government 
contains certain restrictions on the use of the local currency. These currencies 
too, may be difficult to dispose of since their expenditure may have to be covered 
by a appropriations. 

The proposed legislation therefore authorizes annual congressional appropria- 
tions to replenish, in whole or in part, the impairment to the IMG capital fund 
through the end of the last completed fiscal year. The total impairment to the 
IMG capital fund as of June 30, 1957 was as follows: 


1, Losses on foreign currencies sold 


bball nig ure abel hs debit bodies aval dL, $2, 252, 015 
2. Cost of foreign currencies determined to be unavailable or in excess 
DS, U: Fi SUORBEDIDENE-ROONB: 5 ois cisiice oo we buce nad. Lame dc 9, 780, 418 
3. Foreign currencies transferred to other accounts without reim- 
NRG ro fee ea od Ss. lw beeen bean ek eels 0 
4, Inibatanh waged OR. BOR scda < ona isis bbs iid se sewcnsinecuced 767, 783 
(a) OUI Sai). dnd ess dBesnnwed $665, 009 
(6) Proceeds from sale of foreign currency received 
as interest on bank deposits._...........--- 
665, 009 
6. Impairment to June 30, 1957_...........--..--.-.----. 12, 135, 207 
7. Less prior restoration by appropriation.................------- 
8. Subject to. appropriation... .uincs.- cnn. -nvcctesscncsace 12, 135, 207 


The impairment of $12,135,207 does not represent a loss in this amount to 
the United States Government. To arrive at a reasonable estimate of loss we 
must deduct a market value of foreign currencies to be transferred to the Treasury 
of $5,502,027. This reflects a net estimated loss under the above formula of 
$6,633,180 from the inception of the program or over a period of 9 years. 

However, as reported to the Senate subcommittee in October, the net loss to 
the Government on all IMG foreign-currency transactions through June 30, 
1957, would have been $7.2 million if all foreign-currency holdings had been 
sold at market value on that date. 

If the total impairment to the IMG capital fund were restored at this time, 
the program obviously could continue operating for a number of years without 
the need for additional appropriations. However, this legislation provides for 
an annual review of the program by the Congress, through the Appropriations 
Committees. 

On the other hand, as was emphasized by all witnesses who appeared before 
the subcommittee, the nature of IMG is such that the program could not operate 
under an annual appropriation which provided only for 1 year’s operation. 

Accordingly, if the proposed legislation is enacted into law, the United States 
Information Agency intends to request replenishment of the IMG capital fund 
in an amount sufficient to provide for at least 2 years’ operation. Funds appro- 
priated for this purpose will be turned over to Treasury to retire outstanding 
indebtedness, thus reconstituting and renewing the IMG borrowing authority 
in equal amount, after adjustments for interest charges due. An appropriation 
would be requested at this session to enable IMG to continue at least through 
fiscal year 1960. 

Similarly, at the next session of the Congress beginning in January 1959, the 
agency would appear before the Appropriations Committees to render an account- 
ing of the program through June 30, 1958, including a statement of the impairment 
to the IMG capital fund through that date. At that time, proposed IMG 
operations for the next 2 fiscal years, through fiscal year 1961, would be presented 
to the Appropriations Committees, and an appropriation would be requested to 
finance the program through that year. 

This proposal will afford the Congress control over IMG through the annual 
appropriations process, and at the same time provide some assurance of continuity 
and sequence to the American exporters participating in the program. 

For fiscal year 1959, the United States Information Agency estimates that 
approximately $13 million in IMG contracts will be issued for 13 countries. This 
list appears as appendix A to this statement. 

While it is difficult to make any reliable predictions for fiscal year 1960, for 
planning purposes a program at approximately the same level is envisioned for 
that year, also. 

In order to finance the issuance of some $26 million in guaranties over the next 
2 fiscal years, it is estimated that the IMG capital fund will require replenishment 
this session in an amount approximating $8 million. Supporting estimates are 
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now in preparation for submission to the Bureau of the Budget for review prior to 
transmittal to the Congress. 

The Senate committee in its report on IMG also recommended that the admin- 
istration consider the feasibility of establishing priorities among the material to 
be exported under IMG contracts—as, for example, giving priority to textbooks 
and educational materials over the items of an entertainment nature. 

Careful consideration was given to the problem of priorities and how to limit 
the issuance of guaranties, so as (a) to preserve and protect the commercial aspect 
of IMG which is a fundamental of the program (b) to channel the guaranty avail- 
able to underwrite the export of informational materials of maximum program 
value and (c) to accord equitable treatment to all IMG exporters of the same type 
of informational materials. 

There are many varied aspects to this question and there is no single solution 
satisfactory to all the parties at issue. However, Agency policy in this regard is 
to assign the first priority in issuing guaranty to scientific, technical, and text- 
books publishers, newspapers, and magazines, as recommended in the Senate 
committee report. While the needs of exporters handling these types of mate- 
rials are given first consideration, to eliminate all other materials from the pro- 
gram would distort, if not destroy, the very commercial relationships which IMG 
was established to make possible. 

As an indication of the extent to which applications for contracts exceed avail- 
ability, the level of IMG contract issuances for the present fiscal year is fixed at 
$11,472,000 distributed among 12 countries. 

Applications from American exporters for contracts in these countries now total 
approximately $19 million. These figures are summarized on attachment B. 

Finally the Senate committee recommended that an attempt be made to rene- 
gotiate any IMG country agreements which contain restrictions on the free use 
of the local currency. These restrictions were contained in the IMG agreements 
with three countries: Israel, Indonesia, and Pakistan, and there is a limitation, 
rather than an outright restriction, on the use of a small part of the local currency 
generated under the Philippine IMG agreement. 

This problem has been discussed at length with officials in the Department of 
State, with the result that the restrictions on the IMG agreement with Israel 
have already been removed and negotiations will be opened with the Government 
of Pakistan in an effort to eliminate the restrictions in that country. However, 
the Department of State feels that the Philippine IMG agreement as presently 
constituted provides sufficient latitude in the use of IMG currency so that a formal 
amendment is not necessary. Also, the Department is of the opinion that the 
Indonesian agreement could not be amended at this time. 

As already stated, the present resources of the IMG capital fund can sustain 
the present level of program operations only until midway through fiscal year 
1959. Unless the capital fund is replenished at this session of the Congress, there- 
fore, for practical purposes the issuance of contracts will be drastically reduced, 
if not discontinued, before June 30, 1959. 

(Attachments A and B follow:) 


ATTACHMENT A 


U. S. INnrormMatTIon AGENCY INFORMATIONAL Mrpia GUARANTY PROGRAM 


istimated level of contract issuances for fiscal year 1959 


Estimated con- 

Country tract issuances 
PINTO nics phn 4s cence p devant tak a cee ee $20, 000 
Ot. 2 wen. Sh. ose cance enn eee ae ena ee eee 350, 000 
Behe ob So ek, SOS Bi ee ee eee 11, 000, 000 
IROOROMB is os ik alin dense ena lga els eee ee ee 1, 000, 000 
RN cig 6tm aidi ni ort wa Aa keane ee et Bee 500, 000 
IRIE oo. 5 cick nec mcs meeng aioeacn a wel ae 600, 000 
Peres ns So SS ee ee ee eee 3, 500, 000 
Poiand........4..cccus.. le Re eee eee 1, 000, 000 
Syaiths coco ee ates uit. dees Bd) ces Da eee cae 1, 300, 000 
I coisas 4 5c Wb ia cscs arcmin ns aden aaa 500, 000 
DG Sais Steve ns hm wing nic ne cee a eer a ee 1, 500, 000 
VU oe a eee eee eee ee 900, 000 
Weiseeinvi8s . el bel ee ee Neo ea ieee 1, 000, 000 
TOAD: 6 dddkesatentess eal nodes nak 13, 170, 000 


1 Implementation of the program will depend upon negotiation of an IMG country agreement. 
21862—58—pt. 13-2 











1620 MUTUAL SECURITY ACT OF 1958 


ATTACHMENT B 
U.S. InrormMaTION AGENCY 
INFORMATIONAL MrEpiA GUARANTY PROGRAM 


Country allocations compared with contract applications for fiscal year 1958 
[Data as of Apr. 1, 1958] 
Applications 


Country Allocation jreceived since 
July 1, 1957 








IN oid So bck wet beer tn de ce cn manecvs dais ennneeite> abun deekbhe $20, 000 0 
Te a rd oe ae ot 350, 000 $161, 900 
ete ine ak mete er ie eee Bo Sette 800, 000 1, 413, 200 
MI diet GbE) dared cetdca chins Sumas seks 600, 000 2, 313, 286 
Ra aiid hi cig til. wi bankabs Data abiend Guidicinnneaie= Maan aegis camebethledh 600, 000 842, 850 
Neen TT en Ne ee 3, 500, 000 5, 967, 575 
aA Rit aR AR ie 2S SA SS. ONES ed ily! eta at Sh 600, 000 1, 007, 000 
detest. ipcddcohinnnh-dteoaidhec dc cntobksbtaws adie thnk yee 750, 000 1, 230, 190 
kai Rina ss cd cesatgcs a mia opeablag aaa etn 5s Oe a a a 400, 000 538, 255 
a a einen pall 1, 500, 000 4, 119, 728 
Cr gate en ne ge eee ae eee ata 1, 352, 000 1, 200, 445 
eas SY ee Re ne SS SSO A 1, 000, 000 783, 183 

a A a a ia en a oclan ian bi ahuanies aa biahaa 11, 472, 000 19, 577, 612 


Acting Chairman Morean. Mr. DuVal, has there been a separate 
bill introduced in the House dealing with this matter? 

Mr. DuVat. No, sir; the proposal is before this committee as 
independent legislation. The only introduction has been on the 
Senate side where it has been introduced as an amendment to the 
Mutual Security Act of 1954. 

Acting Chairman Morean. You have testified before the Senate 
Foreign Relations Committee? 

Mr. DuVau. We were prepared to do so, sir, but actually time 
ran out and they asked that agency statements be inserted in the 
record over there. 

However, they did take testimony from public witnesses in behalf 
of this proposal. 

Acting Chairman Morean. You say there is enough money still 
existing to carry you through the fiscal year 1958? 

Mr. DuVat. Yes. 

Acting Chairman Morean. But you will need this additional bor- 
rowing power to extend the program for 2 more years? 

Mr. DuVau. Yes; we would need an additional borrowing power 
of $8 million, we think, which would carry us through 2 years. 

Acting Chairman Morean. Mr. Vorys. 

Mr. Vorys. As I understand it, the reason for bringing the matter 
to the attention of the committee at this time is so that the committee 
can decide whether to incorporate this type of amendment into the 
new mutual security package where it originated some years ago, and 
which is, I understand, proposed to be done in the Senate, or whether 
to have this delayed until later. If the committee does not know 
about it, they cannot make an intelligent choice. 

I had heard something about this situation and certainly think we 
ought to look into it right away. 

I think I have been more interested in the unattributed activities of 
USIA in recent years than almost anything else they are doing. 
That is, where you promote or facilitate helpful information not 
attributed to USIA. This is somewhat in the nature of that operation. 
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Mr. DuVau. We believe you get three or four dollars of program 
material into the field for every dollar it costs the Government under 
the IMG program. 

Mr. Vorys. The one thing about these materials is that they show 
on their face that they are not Government-inspired. The magazines 
often criticize the Government, and often contain material that 
Government officials would not prefer to have published, but you are 
getting a great deal of information about the United States and the 
way we look at things circulated all over the world under this program, 
is not that true? 

Mr. DvuVat. That certainly is true. 

Mr. Vorys. I think it is a good idea. 

Thank you, Mr. Chairman, 

Acting Chairman Morgan. Mr. Carnahan. 

Mr. Carnanam. Mr. Chairman, I have no questions. I believe 
we should probably include the item as an amendment to the Mutual 
Security Act and handle it through the bill we are going to be working 
on. 

Acting Chairman Morean. Mrs. Bolton. 

Mrs. Bouron. I have no questions, Mr. Chairman. I agree with 
Mr. Carnahan. 

Acting Chairman Morgan. Mrs. Kelly. 

Mrs. Ketiy. No questions, Mr. Chairman. 

Acting Chairman Morean. Mr. Merrow. 

Mr. Merrow. No questions, Mr. Chairman. I think this item 
should be included. 

Acting Chairman Moraan. Mr. Selden? 

Mr. Seipen. Thank you, Mr. Chairman. 

Mr. DuVal, I note that under the IMG program the sales of Ameri- 
can books, periodicals, and motion pictures are promoted. How do 
you go about choosing the books, periodicals, and motion pictures 
that come under this program? 

Mr. DuVat. We screen them carefully, sir, but I would like to ask 
Mr. Beers to give you the details in answer to that question. 

Mr. Brerers. The authorizing legislation provides that only materials 
consistent with the interests of the United States will be exported 
under this program. Therefore, our criteria is directed more on the 
negative side, making sure that no materials which are really un- 
favorable to the United States go forward under this program. We 
screen all paperback books, of which there are a great many because 
of their price, title by title, looking at the covers. Motion pictures 
are screened individually. 

Mr. SetpEN. Do these include motion pictures from all the 
major motion picture studios? 

Mr. Beers. It is a commercial program; yes, sir. Pictures are 
proposed for sale under the guaranty and those pictures which we 
feel depict the United States in a distorted or unfavorable light are 
not included under the guaranty. 

Mr. SetpEen. Which probably includes a large number of motion 
pictures, does it not? 

Mr. Beers. The average is around 9 percent. Out of 100 pictures 
produced in this country approximately 9 may be disapproved. 
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Mr. SetpeNn. Would it be possible for you to submit for the record a 
list of the motion pictures that were approved under this program last 
year and a list of those that were turned down? Could that be done? 

Mr. Berrs. We could do that, sir. We have cleared a total of 
approximately 1,100 or 1,200 films in the last several years. 

Mr. SeLtpen. You mentioned the figure 100 a few minutes ago—— 

Mr. Besrs. I was citing an average there. Actually perhaps 200 
or 300 pictures are produced in this country and proposed for sale 
under this program. I was saying out of 100 pictures 

Mr. Sexpen. I personally think some motion pictures are trash 
and the release of such pictures overseas would not help our foreign 
relations. For that reason, I’m anxious to see a list of the pictures 
that have been approved under the IMG program. 

Mr. Beers. Well, I would say this, that in general, we feel that 
approximately 10 percent of the pictures produced do a positive job 
for the United States, approximately 10 percent do not. 

Mr. SELDEN. What about the remaining 80 percent we are helping 
to finance? 

Mr. Brrrs. They are entertainment films. You cannot force a 
foreign motion picture distributor to buy a picture we think he ought 
to buy. 

Mr. SELDEN. But we do not have to finance these pictures through 
the IMG program if we feel it is not advantageous to this country. 

Mr. Beers. That is true, sir, except by the commercial nature of 
this program if you restrict the materials that can be exported in too 
great a degree, you no longer have a commercial program. 

For example, if a foreign distributor wanted to buy 100 pictures and 
he was told that of the 100 there would be 30 or 40 or 50 that would not 
be eligible, you would, in a sense, destroy the commercial aspect of 
this operation. 

Mr. Se.tpren. We could, however, say to producers in the United 
States that we are not going to give American dollars for foreign cur- 
rencies that are secured for pictures we don’t approve. 

Mr. Beers. That is exactly what we do. 

Mr. Sevpen. Except you do it with only 9 percent of the pictures 
released. 

Mr. Berrs. The principle being that, if the pictures in the opinion 
of the agency do damage to the U nited States abroad they are not 
approved. But musicals and entertainment films which are very, 
very popular abroad, are included. 

Mr. Sretpen. I see where the program could be very helpful and 
very effective if the screening is extremely careful. However, I do 
feel that there are some movies that are sent overseas that do not 
present a favorable or even fair picture of our country and, with the 
committee’s permission, Mr. Chairman, I would like to take a desig- 
nated period and request that there be listed in the record the movies 
that were approved and disapproved during that period. 

Acting Chairman Morean. Could you furnish that for the record? 

Mr. Burrs. We will be glad to do that. 

(The information requested appears in the files of the committee.) 

Mr. Vorys. Could you give us an approximation of the amount of 
movies, periodicals and books in the w ay of a breakdown of the $12 
million? 
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Mr. DuVau. Well, in percentages, the film portion of the program is 
rather small. Films comprise shont 15 percent of the informational 
materials distributed to date under this program. 

Mr. Se.pen. I thought it would be better to take a period of 
1 year and put in the record the films approved or disapproved during 
that period because the number would he limited. If we got into the 
books and periodicals the number would be so large it would be almost 
impossible to get it ready for the record before we report the bill. 

Mr. Beers. I can give you approximations here. Scientific and 
technical books represent the single largest category of exports. 
They amount to approximately 45 percent. All other books amount 
to around 15 percent. Periodicals, approximately 20 percent. Motion 
pictures slightly over 15 percent and then there is a miscellaneous 
group of 4 percent to 5 percent which includes recordings, the sale of 
publication rights and so forth. 

The film program only operates in 3 of the 12 countries, in which 
IMG is currently active. The motion picture people, as you probably 
know, are very adept and have had a great deal of experience in the 
foreign exchange business, and they actually only come to us for 
guaranty assistance when there is no possibility whatsoever of 
their—— 

Mr. Setpen. What are the three countries in which it operates? 

Mr. Brers. Turkey, Vietnam, and Yugoslavia and we have just 
added Poland. This is the first informational activity in a good 
many years in Poland. 

Mr. Se.pen. To pin it down, Mr. Chairman, if Mr. Beers could 
submit a list of the movies that were approved in 1957, and those that 
were turned down, I think it would be of value to the committee. 

Mr. Beers. We will be glad to do that. 

Acting Chairman Morean, Dr. Judd. 

Mr. Jupp. Thank you, Mr. Chairman. I am not sure about these 
figures. For example, at the bottom of page one you say you have 
funds available—sufficient for an $11.4 million IMG program in the 
current year. Then on the next page you say it has been running at 
a net cost of about $800,000 per year. 

Do you mean you authorize a program of 11.4 million but the net 
losses out of that 11.4 are approximately 800,000? 

Mr. DuVat. Through June 30, 1957, estimated exchange losses have 
run around $800,000 per year. Actually, they are now running more 
than that. They are running, I suppose, for every $3 million or 
rs ecegasn worth of program materials you put out, about a million 
dollars. 

So, if you have a program of $11.4 million, your costs actually 
might run as high as $3 million or $4 million. 

Mr. Jupp. How much more money do you want? 

Mr. DuVat. Because of the revolving feature of this program 
whereby we resell local currencies obtained from American exporters 
and convert them to dollars, the amount of the IMG program in 
the present year, $11.4 million, which is the total of guaranty con- 
tracts to be issued does not represent the actual loss to the Govern- 
ment of the program. A borrowing authority of maybe only $5 million 
per year will very easily run an $11.4 million program because of this 
revolving feature. That is why to carry the program for 2 more years 
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we think we only need an $8 million appropriation or about $4 million 
per year. 

The revolving fund aspect is what throws you off. It is not just a 
straight appropriation and loss each year. 

Mr. Jupp. Even if you get that $8 million authorization, you 
probably will not wind up with a net loss of $8 million during these 
next 2 years? 

Mr. Berrs. I think I can clarify one point in this connection, Mr. 
Judd. There are two ways of defining losses under this program. 
One is the outright loss on the currency transactions. In other words, 
if you buy 5 units of local currency for $1 and sell 10 units for a dollar, 
you have lost 50 cents in the transaction. 

The other type of loss which is defined in the legislation, is the 
acquisition of currencies which are considered to be in excess of 
United States Government needs. In other words, they might not 
be sold for 10 or 15 years because of the large balances on hand. 

These, under the proposed legislation would be written off as excess 
currencies and turned over to Treasury for ultimate disposition. 

Mr. Jupp. And be considered a loss under this program although 
actually the Treasurer has some foreign currency down there. 

Mr. Beers. Exactly. 

Mr. Jupp. A third of the way down on your first page, I wonder if 
that is quite accurate. The sentence begins ‘As you are also aware, 
the IMG program promotes the sale of these magazines”, and so forth. 

Do you actually promote their sale? Isn’t this more accurate: 
You make possible the sale through normal commercial channels. 
I think you are vulnerable if you put out that this Government agency 
is promoting the sale through normal commercial channels of American 
books, periodicals, motion pictures and so forth. 

What you are doing is to make it possible for the publishers to 
sell them through commercial channels where otherwise they would 
not be able to sell them; is that correct? 

Mr. Berrs. That is correct. 

Mr. Du Vat. That is correct, sir. 

Mr. Jupp. You see my point. 

Mr. Du Vat. Yes, sir. 

Of course we are very happy to have the program start up in Poland 
and to that extent we encourage—— 

Mr. Jupp. When you say the American Government is promoting 
the sale of Life, Time and Reader’s Digest, that is different from just 
making it possible. 

I have no further questions. 

Mr. Vorys. Would the gentleman yield? 

Mr. Jupp. Certainly. 

Mr. Vorys. I would think the Agency would be attempting to 
promote the sale of American books, textbooks, movies, newspapers 
whenever they could. That does not mean they are going to sub- 
sidize all of them but I would hope that they are promoting them. 
Maybe I am quibbling over the word and taking it out of context, 
but I would hope this Agency is promoting constantly the flow of 
private information and literary and cultural and scientific materials 
in every way they can. 

Mr. Jupp. I would rather put it that we trust the private initiative 
of companies in their own interests to try to sell their products and 
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we are making it possible and thereby encouraging them to do it ac- 
cording to the normal processes under a free system. 

Maybe it is quibbling about a word but I would rather say that 
private people want to do this, they are working at it and we are 
making it possible for them whereas otherwise they could not do it. 

It is a matter of emphasis. 

Mr. Brrrs. Maybe I can clarify what we do in this regard. Of 
course, we do not go out and try to sell Time or Life or any of the 
individual publications. However, even though our main function 
is that of converting the currency, we work very hard to try to facilitate 
banking arrangements, and we are always working to try to simplify 
import controls, to simplify the issuance of import licenses. We do 
everything we can to facilitate the sale of all materials under this 
program without reference to any particular company or any par- 
ticular publication. 

Mr. Jupp. Then I think we are talking about the same thing. 

Mr. Chairman, may I ask one more question. 

On this matter of the films, does this mean that all the films that 
go into Yugoslavia, for example, are under this program, or just certain 
films of those that they send in? 

I will put it another way. If you blacklist 10 films, can they still 
send them in on their own? 

Mr. Beers. We have an arrangement with the motion-picture com- 
panies which runs something this way: We will give you a guaranty 
which provides for conversion of your foreign currencies to dollars, 
in return for which you will agree with us not to sell any pictures in 
_ that country during the life of your contract which are not approved 
by our Agency. 

Now, sometimes the motion-picture companies distribute foreign 
films. We would not cover those under the guaranty. It might be 
a picture produced in Italy, for example. We would have no objection 
to their making a sale of such a picture outside of IMG, provided 
the picture was approved by the Agency. 

Mr. Jupp. Do they keep their books in such a way that you can 
determine with considerable accuracy what their earnings are from 
a film that in a sense, you proscribe, as against the earnings of the 
films that you approve? 

Mr. Beers. Yes, sir. Actually motion pictures are distributed 
abroad in two ways. In some countries films are sold outright 
through a local distributor and you can just go in and see that they 
got $6,000 for this picture and $8,000 for that picture. 

In other places the motion-picture companies set up subsidiary 
corporations to distribute their pictures. In such cases we have 
full access to the statements of earnings from those pictures, 

Acting Cuarrman Moraan. Mr. Pilcher. 

Mr. PiicHer. No questions. 

Acting Chairman Moraan. Mr. Morano? 

Mr. Morano. Mr. Chairman, this provision was enacted before I 
became a member of the Foreign Affairs Committee. Perhaps the 
gentleman could briefly sketch out the working of the provisions. 

Mr. Brrrs. The purpose, of course, is to make it possible for the 
American publishers, book distributors and motion-picture distributors 
to go into countries that could not otherwise buy American informa- 
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tion materials because they have no dollars, to go into those countries 
and sell, in a regular commercial way, the products they produce. 

First of all, we negotiate a bilateral executive agreement through 
the State Department with the foreign government providing for this 
program 

Mr. Morano. You set forth certain conditions. 

Mr. Beers. The basic agreements are fairly simple. They state, 
first, that we will have the program, and secondly, that the foreign 
government has a right to approve the applications for guaranty con- 
tracts before we issue them, and thirdly, the agreement makes refer- 
ence to the use that the United States Government may make of the 
local currencies. 

Those are the three points covered in the agreement. 

Then we issue guaranty contracts to American exporters. They pay 
us a fee of 1 percent of the face amount of the contract for this cover- 
age. For example, a $100,000 contract would carry a fee of $1,000. 

That contract would run for 1 year and would obligate the United 
States Information Agency to convert up to $100,000 in that country 
for that company if they received this much money from the sale of 
their materials—they may not sell $100,000 worth. We do not give 
a guaranty of sales: we give a guaranty of convertability. 

Mr. Morano. What was the original amount of authorization and 
appropriation? 

Mr. Besrs. As a practical matter, sir, we have operated within a 
borrowing authority of $28 million, from the beginning of this pro- 
gram. Until 1956 we shared the borrowing authority with the invest- 
ment guaranty program which is still operated by the ICA. 

In 1956, $28 million was separated out of the total borrowing author- 
ity and made available to us and from the beginning we have operated 
within that amount. 

Mr. Morano. What is the rate of interest? 

Mr. Beers. Three and one-fourth percent at the present time. 

Mr. Morano. Outside of this program, the commercial houses can 
deal with any and all of these countries in addition to what you are 
doing, can’t they? 

Mr. Brrrs. Yes; they can but there is no possibility for them to 
get a dollar return which pretty well blocks them out. 

Mr. Morano. Can’t they spend their money, for example, to pro- 
duce a picture in the foreign country? 

Mr. Beers. In many of the countries where we operate a guaranty 
program for books and periodicals, the motion picture people are 
distributing films and in some way are using their local currencies or 
are getting some dollars out in some way. 

Mr. Morano. As I understand it, you are seeking an authorization 
for $13 million more? 

Mr. Brrrs. No. As Mr. DuVal pointed out, this legislation will 
authorize us to seek an appropriation. We do not now have that 
authority. If the legislation is enacted, we will then go to the 
Budget Bureau and our estimate is that we will request approxi- 
mately $8 million to replenish our borrowing authority, which would 
enable us to continue operating 2 more years. 

Mr. Morano. In other words, then, the total authorization for 
this program, which began in 1948, would be $36 million? 

Mr. Brerrs. But there remains a great deal, sir, of the $28 million 
that has not yet been used. 
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I should explain, under the law we have to have a dollar in borrowing 
authority or a dollar in the bank to back up each dollar of guaranty 
in the contracts that we have issued. 

Now, as of last June 30, we had borrowed actually out of the $28 
million, about $13 million, but we had at that time about $9 million 
in contracts in force which were backed up by the unused borrowing 
authority. 

Mr. Morano. As I understand it, then, the total authorization 
sought by the administration in this bill as we have it before us, is 
3.9—and somebody give me the right figure. 

Mr. Vorys. 3.2 billion, roughly. 

Mr. Morano. And what you seek to add to it—I mean, this 
proposal you seek to have enacted would add to it $8 million? 

Mr. Beers. Yes, sir. 

Mr. DuVat. Yes. 

Or less. The Budget Bureau may grant us less. We have not 
cleared through the Bureau yet but the appropriation we seek would 
not be in excess of $8 million. 

Mr. Morano. Can we legislate here without a specific figure? Can 
we authorize an indefinite figure? 

Mr. Vorys. Surely. 

Mr. Jupp. That is what we do in the USIA and everything else. 

Mr. Morano. Without a maximum? 

I would like to hear from the senior members. 

Mr. Vorys. Well, Mr. Chairman, of course, we can authorize 
without limit at any time. 

For instance, the Armed Services Committee authorized arms for 
the United States and except for ships, I think they rarely put a limit 
in. Then the Appropriations Committee determines on the amount. 

We could handle this either by putting a limit on, or not putting a 
limit on. That is a matter for the committee and the Congress to 
decide. Unquestionably, we have the power to authorize, without 
limit. 

Mr. Morano. Assuming we do have the power to authorize with- 
out limit, the United States Information Service could conceivably go 
to the Appropriations Committee with an open-end document and get 
a lot more than $8 million. 

Mr. Beers. Could I clarify that for you, sir? 

The legislation provides that the maximum amount that could be 
requested would be the amount by which our fund was impaired as 
of the end of the last completed fiscal year which was June 30, 1957. 

Now, the amount of the impairment at that date was approximately 
$12.1 million. Under no circumstances under this legislation could 
we ask for more than that. 

Mr. Morano. I am glad to hear that. Then there is a limitation. 
Understand that I am not opposed to it. I am just trying to remove 
any possible obstacle that may be presented to you when you go to 
the Appropriations Committee. 

Mr. Vorys. The gentleman will remember that ICEM, is one 
program that we authorized without limitation a few years ago. 
That is one where they go to the Appropriations Committee each 
year without coming through us for authorization. 

Mr. Morano. I was trying to dispel objections from people opposed 
to this legislation. 

21862—58—pt. 13 ——3 
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I have no further questions, Mr. Chairman. 

Acting Chairman Moraean. Mr. Fascell. 

Mr. Fascetu. I have no questions. 

Mr. Vorys. Will the gentleman yield to me? 

Mr. Fascetu. Yes. 

Mr. Vorys. I do not know whether you make clear this point, that. 
the informational media guaranty was riding on the profits of the 
industrial guaranty for a period of about 8 years, was it not? 

Mr. DuVat. Yes, until 1956. 

Mr. Vorys. Until 1956, and the industrial guaranty operation was 
not losing a dime and therefore, they came to this committee to 
separate these two operations so as to have the one that was sustaining 
the losses identified and have the losses made up on that basis. 

We all joined in that proposal. I think that it was and is a good 
thing but I think, and—I do not know whether you made this very 
clear to the committee, that it was when this informational media 
pacemn’? was divorced from the industrial guaranty that the losses 

ecame so apparent. 

Acting Chairman Morean. Mr. Adair. 

Mr. Aparr. Gentlemen, this figure of $13 million near the bottom 
of page 2 is the amount which you expect to be involved in the program 
but is by no means expected to be an appropriations request. 

Mr. DuVat. Exactly. 

Mr. Aparr. And you are saying to us you expect your appropria- 
tions request not to exceed $8 million? 

Mr. DuVat. Yes, sir. 

Mr. Aparr. What would be the objection to our authorizing $8 
million? 

Mr. DvuVat. I do not think there would be any insurmountable 
problem as far as we know. If we could keep it flexible, we would 
prefer it, of course. 

Mr. Brrrs. The legislation has built into it a limit which represents 
the amount of impairment we have sustained. The $8 million rep- 
resents “a preliminary estimate with the understanding we have not 
yet cleared through the Bureau of the Budget. We will need the 
amount to project this program forward for another 2 years. 

We estimate with that $8 million we would be able to issue approxi- 
mately $26 million in guaranty contracts over the next 2 years. 

So, it comes down to this, that the legislation has this maximum 
built into it of $12.1 million which was the amount by which our fund 
was impaired last June, but we estimate that to carry forward for 
the next 2 years, we will only have to request an appropriation of 
$8 million. 

Mr. Aparr. If $8 million is what you are going to need, my point 
is then, it would not impair your program if an additional $8 million 
were specifically authorized. 

Mr. Brrers. As Mr. DuVal says, this $8 million is an approximate 
figure. After we get before the Bureau of the Budget and they take 
into account certain interest charges, it may be $8,100,000 or 
$7,900,000. : 

Mr. Apatr. Then, Mr. Beers, we are not really sure about this 
$8 million figure? 
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Mr. Beers. Because, sir, we still have to go through the Bureau 
of the Budget and the program has to be reviewed there and we have 
not yet, of course, presented this to them. 

Mr. DuVau. We can say it will not exceed $8 million, now. 

Mr. Apatr. Whatever the authorization is, it will increase the 
$3.942 billion figure previously used for the mutual security program. 

Mr. DvuVat. Yes. 

Mr. Beers. Yes, sir. 

Mr. Aparr. Now one other line of questioning. What rate of 
exchange is used in converting these currencies? 

Take a country where you have a considerable fluctuation between 
the official and the free rate. Which do you use? 

Mr. Beers. We always deal, Mr. Congressman, at the official rates 
of exchange applicable to this category of imports. In a country 
which has a multiple exchange rate very often you will find as many 
as 5 or 6 different rates of exchange depending on the commodity. 

Now publications are always listed at a certain rate of exchange. 
In some countries this rate is quite appreciated. 

The way our losses come about is when we buy currency at one 
rate and then Treasury releases those currencies for sale to other 
Government agencies at the most favorable rate available to the 
United States Government in the country. 

We never take into account the open or free market rate unless 
that happens to be an official rate such as was the case in Chile. 

It actually puts us out of business when a country goes to a free 
rate of exchange, because theoretically dollars are available at that 
rate and we have no longer any reason for operating in that country. 

Mr. Aparr. Is that type of procedure then not costing us money? 
I mean more money than your program should apaavenity cost us? 

Mr. Brrrs. That is one major deneat in the loss in this program. 
You are right, sir. 

For example, in a certain country the rate of exchange applicable 
to the import of books is 5 to 1 and we pay a dollar for 5 units of 
currency and then Treasury has another rate for the United States 
Government use of 10 to 1, and we would sustain a 50-cent loss on 
those transactions. 

The advantage to the United States Government in this situation 
arises out of the fact that the books coming in at that favorable rate 
are much cheaper at retail and therefore more people can buy them. 

Mr. Apair. But fewer come in than go out, is that not true? 
Fewer books come in. When you speak of books coming in, you mean 
coming into this country. 

Mr. Besrrs. Into the foreign country, sir. 

Mr. Apatr. What would be the objection to using the free rate of 
exchange? 

Mr. Beers. In this operation, since it is a commercial operation, 
sir, it is always operated at the official rate of exchange fixed by the 
foreign government. 

Mr. Aparr. If a commercial moving picture company sells pictures 
in, we will say, Vietnam, do they operate at the official or the free rate? 

Mr. Brrrs. They would operate at the rate of exchange decreed 


by the Government of Vietnam as applying to that particular category 
of imports. 
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If it was a question of a royalty return, it would be a rate that 
applied to that. 

Mr. Aparir. Then they do not operate at the free rate of exchange, 
but at the officially fixed. rate of exchange? 

Mr. Berrs. That is right, sir. 
ae. Apair. Is that same thing true of books and magazines as 
well? 

Mr. Beers. It is. This is fixed by the foreign government and 
the importer goes down to get an import license and the rate at which 
the payment is made is fixed. It is usually under the control of the 
central bank in the foreign country and there is no question about 
the rate. 

Mr. DvuVat. You either accept the unfavorable rate or you don’t 
get your books into that particular country. So that you get into 
what are really foreign policy considerations, which require us to 
obtain the State Department’s views as to whether it is desirable 
for this Government to accept loss under the IMG program in order 
to get our informational materials into a country like Vietnam 
or Poland. 

In each of these countries now the operation of the program costs 
us about 50 cents on each dollar of IMG program materials exported 
to the country. 

Mr. Aparr. Then what you are saying is that as a foreign policy 
matter we perhaps should accept this loss occasioned by the exchange 
rate differential? 

Mr. DuVau. Exactly. 

Mr. Jupp. Will the gentleman yield? 

Mr. Aparr. Yes. 

Mr. Jupp. Looking at it another way, we can also think of it as a 
gamble. If we were to carry on this type of operation ourselves as a 
matter of promoting our foreign policy and getting our ideas across to 
other people, we would have to pay for the whole operation. 

As it is, we pay only with a maximum loss of 50 percent. We are 
only paying half of the cost of getting those ideas and media into the 
country. 

Mr. Vorys. Would the gentleman yield further? 

Mr. Aparr. Yes. 

Mr. Vorys. We could pass a law saying to the Treasury of the 
United States, “You must pay to buy these currencies so as to reim- 
burse the informational media guaranty operation, and absorb the 
loss some place else.” 

The only gimmick to that would be that it would all come out of 
the same taxpayer some place else. 

If there is a country which says, ‘‘We want to use our exchange for 
food and things like that, and we consider these books are in the nature 
of a luxury item and are going to frame the exchange rate to make it 
hard to get them in,” that may be the very country where we, for 
policy reasons, would like to get some publications inside their borders. 

It is a complicated situation. 

Mr. Morano. You talk about the impairment. Who has the au- 
thority to decide the amount of impairment the fund suffers? Who 
has that final authority? 

Mr. DuVat. Other than the outright loss where a foreign currency 
obtained under an IMG contract is resold at an unfavorable rate the 
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Secretary of the Treasury, along with the Director of the Agency, 
decides when local currencies are excess to the needs of the Govern- 
ment. Actual exchange loss plus the cost of the local currencies that 
are determined by Treasury to be blocked or excess to United States 
needs equal or are equivalent to impairment under this legislation. 

Mr. Morano. In other words, the Secretary of the Treasury decides 
what the final impairment is and when you go before the Bureau of 
the Budget he is the final word? 

Mr. DuVat. No, sir. We would decide how much of that impair- 
ment we wanted to ask Congress to give us an appropriation for. 

As we have discussed, we are going to ask for only 8 million. 

Mr. Morano. When you say “we” will decide, who do you mean? 

Mr. DuVau. The Agency will make the request to the Bureau of 
the Budget. 

Mr. Morano. That is the unquestionable, final impairment figure 
which you present to the Bureau of the Budget? 

Mr. Beers. I think I can clarify this by going back one step further. 
Let’s take a new country that is proposed for entry into the IMG 

rogram. 

* Mr. Morano. Before I forget it, I would like to know how many 
countries you have in this program. 

Mr. Beers. We are active now in 12 countries, sir. 

Mr. Morano. And I would like to have a list for the record, sir. 

Mr. Brers. We will be glad to submit the list for the record, sir. 

(The information requested is as follows;) 


CouNntTRIEs PRESENTLY ACTIVE IN THE INFORMATIONAL MgEpIA GUARANTY 


PROGRAM 
Austria Pakistan Taiwan 
Burma Philippines Turkey 
Indonesia Poland Vietnam 
Israel Spain Yugoslavia 


Mr. Brexers. We collect all of the facts, what the loss would be, 
what the probable demand would be, whether the Treasury can dis- 
pose of the currencies and we come up with a net estimate of the 
deficit through operating the program in that country. 

Then in our Agency there is an IMG review board which is com- 
posed of all of the top people in the United States Information Agency 
who make the decision that we will have this program in the country, 
and if we have it it will be operated at such and such a level. 

Then we begin carrying on these program operations. 

Now, each year, as provided in the proposed legislation, the deter- 
mination of loss which Mr. DuVal referred to would come about 
through consultation with the Secretary of the Treasury who would 
decide which of the currencies we had bought over the previous year 
were excess to United States Government needs. It would be de- 
cided that if the currencies in country Y could not be sold for 8 or 9 
years, they would be considered an impairment to our fund. 

The Secretary of the Treasury would make that determination, but 
the United States Information Agency controls the level of the pro- 
gram with.an eye on the loss and impairment and so forth as the pro- 
gram is carried forward. 


Acting Chairman Morean. The gentleman’s time has expired. 
Mr. Coffin. 
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Mr. Corrin. Thank you, Mr. Chairman. 

Mr. DuVal, what efforts are made by your Agency to evaluate the 
effectiveness of your program? 

Mr. Brerrs. You are speaking now of the informational media 
guaranty program? 

Mr. Corrin. Informational media guaranty. 

Mr. Beers. The effect is pretty evident in terms of the volume, 
in the sense that everything that goes out under this program is 
bought. It is not a question of giving someone a book and trying to 
find out if he read it and find out what impact it has had on the in- 
dividual. If any one of the popular United States news magazines 
has a distribution on the newsstands of 5,000 copies of each issue, you 
assumed that individuals in that country are buying those magazines 
and reading them. 

We do not make any specific effort to evaluate the impact on an 
individual. 

Mr. Corrin. Do you make any effort in a country to evaluate 
what the impact is of the circulation of the books, magazines and 
movies? 

Mr. Beers. Oh, yes. We can do this by just checking to see the 
American textbooks that are used in the universities and colleges in 
that country. The books that are admitted in the elementary 
schools; the attendance figures at the motion picture showings and that 
kind of thing. 

Once this program begins operating in a foreign country, the 
impact is evident as you walk down the streets. You see American 
magazines on the newsstands. 

Mr. Corrin. But have you made any effort to go in and try to 
find out whether this has done and is doing us good? That is, they 
see an American movie. Does this change their attitude for the 
better? Is there any survey that has been made by your Agency? 

Mr. Brers. No; we have not done anything of that kind, sir. 

Mr. DuVat. This is a very difficult problem, as you can imagine, 
and goes far beyond the IMG program, es to our regular 
United States information program overseas. This is a thing that 
year after year we have been questioned about before the congres- 
sional committees, and particularly the Appropriations Committees. 

They say to us, “Now, show us that the millions we have appro- 
priated for you are producing results.”’ And it is extremely difficult 
to do that. Maybe once in 3 or 4 years you can show that some 

rominent government official has had his views changed, in a way 
avorable to the United States, by a publication you have placed in 
his hands or by some of your information activities, but, otherwise, 
it is, perhaps, in the same category as trying to show that a particular 
advertising campaign in this country sold a particular number of 
units of toothpaste, or cars, or whatever, which our own advertisers 
here agree is very difficult. 

It is an awfully hard problem, Mr. Coffin, and I think, both in the 
regular USIA program and the IMG program, it is something we have 
not yet licked in terms of proving case by case that the program 
produces concrete results which can be readily demonstrated. 

Mr. Beers. One more point, sir. In appearing before a special 
subcommittee of the Senate last fall, we inserted into the record 
quite a lengthy excerpt of a debate in the British House of Commons, 
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where one of the members was making a strong plea for the British 
Government to set up a program similar to IMG and he went into, in 
some detail, the impact which American books are having in countries 
where, previously, the British had enjoyed pretty much of a monopoly. 
He even carried this forward to say that when the technical student 
studies American textbooks, he graduates from the institution oriented 
toward buying American equipment and American machines and so ' 
on and so forth. We felt that one of the most effective evidences of 
effectiveness of this program was this very, very strong presentation 
in the British House of Commons for that Government to set up a 
similar operation. 

Mr. Corrin. Do you have any comment—lI ask this for the sake 
of our records in this committee—on the subject of the Katzen 
mission, the expenditure of our excess funds in Israel? I understand 
there has been some controversy that centers around the use of the 
IMG funds in Israel. 

Mr. Brrrs. The so-called Katzen mission proposal was advanced 
by the Department of State. I would like to explain what the back- 
ground was. We had accumulated a great deal of currency in Israel 
because of the size of our program there and because of the limited 
opportunity for the Treasury to sell Israeli currency. Under the 
terms of the agreement at that time, these currencies had to be ex- 

ended for certain educational, scientific, and cultural activities there. 
hat limitation has since been removed, but at that time it was present 
in the agreement. 

Now, the State Department proposed a series of projects which had 
been developed by Mr. Katzen, who went to Israel as a special con- 
sultant to the Secretary of State. They proposed a series of projects 
amounting to $3.5 million, to expend that equivalent amount of our 
Israeli currency. We had nothing to do with developing those proj- 
ects. This was entirely a State Department proposal. Beyond that, 
sir, I do not believe we have any comment on that particular program. 

Mr. Corrtn.. This is not an IMG program. 

Mr. Bzrrs. It was IMG only in the sense that the Katzen program 
was developed to spend our Israeli currency. 

Mr. Corrtn. I got a letter from an 11- or 12-year-old constituent, 
and she said, ‘‘How come we are spending money in Israel to pay for 
a hall for a private orchestra?” 

Well, according to the investigation that the staff did here, it was 
indicated it was.a part of the IMG money that had been devoted to 
an auditorium in Tel Aviv which was a municipal center. 

Mr. Beers. I might say, sir, I am not familiar with that particular 
roject, but one of our people, the Assistant Director for the Middle 
Cast in our Agency, has just returned from Israel, and he reported to 

us that this so-called Katzen program had resulted in a tremendous 
wave of highly favorable publicity all over Israel because these 
projects were very diversified and reached down into practically 
every community in Israel. Every time a project was carried for- 
ward, there was a lot of publicity in the press about it, it was the kind 
of thing that touched a great many people and, apparently, has done 
the United States a great deal of good, according to his report. 

Mr. DvuVat. I had one more thing to say to your original question 
about how you can tell whether the IMG program is effective. It 
isn’t a conclusive indication, but our experience has been that, in 
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many countries where this program starts, the demand soon far 
exceeds our ability to fulfill those demands. 

In Turkey now we have requests for coverage of 2 or 3 times the 
amount of contracts that we can fill. The same is true in Israel, of 
course. We have cut that program back because we think that it has 
largely accomplished its purpose. Initially, the Israeli program was 
started because there was a great quantity of Soviet literature and the 
like on the market. 

In 1952, the IMG program was initiated, and American informa- 
tional materials have now just about taken over, so we think that 
we can safely, so far as this program is concerned, cut back the level 
of the Israeli program. 

Mr. Corr. If I may just make one closing comment, this has to 
do with what Mr. Selden was inquiring about. It may not always be 
that mere popularity of a program is equivalent to effectiveness of the 
foreign-relations job that can alone justify the money. I was just 
wondering if anybody had sought to bring judgment to bear on 
results, using whatever methods might be available, to see just what 
we are accomplishing. 

Mr. DuVat. To the extent that we have the tools, as, for example, 
foreign public-opinion studies, we try to do so, but, as I say, the 
tools are just very limited and it is extremely difficult to get at these 
facts of how effective in promoting the interests of the United States 
our information materials of any types are. That is the problem. 

Mr. SeLtpEen. Will the gentleman yield at that point? 

Mr. Corrin. Yes. 

Mr. Sevpen. Who decides what books, what periodicals, and what 
movies go overseas? 

Mr. Beers. The United States Information Agency, sir. 

Mr. Seven. Is it in the hands of a committee? 

Mr. Brerrs. The motion pictures are evaluated by the Motion 
Picture Service of the United States Information Agency. In our 
office, we screen the books and the periodicals and all the publications. 

Mr. Setpen. Who makes up the Motion Picture Service? 

Mr. Beers. That is one of the components of the United States 
Information Agency, the Motion Picture Service of the Information 
Agency. 

Mr. SeLtpeN. How many people compose the Motion Picture 
Service? In whose hands is the final decision? 

Mr. Beers. In the hands of the Chief of the Service, sir. 

Mr. Seipen. And who is that? 

Mr. Brerrs. Mr. Turner Shelton. He or his deputy would see 
every film. 

Mr. Sevpen. Is the decision as to which films go overseas left in 
the hands of 1 or 2 men? 

Mr. Brrrs. We have developed a pretty good relationship with the 
industries 

Mr. Sevpen. I am certain the motion-picture industry would like 
to get as many films under this program as possible. 

However, I assume the chief function of the United States Informa- 
tion Agency is to get as much information overseas as possible that 
will be advantageous to this country, that would paint a picture of 
this country that would be favorable. 

Am I wrong in that assumption? 
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Mr. DuVau. No, sir; that is correct. 

Mr. Sevpen. I have seen pictures, I have read books, and I have 
read periodicels that give a distorted picture of the United States. 
It is bad enough for that information to get overseas at the expense of 
the people who produce it, but it is inexcusable to send it at the ex- 
pense of the taxpayers. 

Mr. Besrs. Let me cite one particular case. In Yugoslavia, as 
late as last year, American motion pictures were taking 55 percent of 
the screen time in that country. 

Now if we limited this program only to what you might call posi- 
tive program-value pictures, you would not get that much screen 
time and furthermore we, of course, back away very carefully from 
this question of censorship. We are not censors. 

We view our responsibility in terms of the legislation as defining 
which of these materials are definitely harmful to United States 
interests and we take the responsibility for excluding those from the 
IMG program. But there is a great deal that does go out that we 
would say would be straight entertainment, which doesn’t promote 
any specific United States interests. If a musical comedy film is 
occupying screen time in Yugoslavia, it is entertainment and does not 
reflect unfavorably on the United States, I think this has a positive 
result in the sense that there was not a Soviet picture showing in 
that theater at that time. 

Acting Chairman Morean. Mr. Bentley. 

Mr. Bentiny. Thank you, Mr. Chairman. 

I am interested in this question of censorship and I find here on 
page 7 of the committee report in the Senate that, among the categories 
of material deemed by USIA ineligible for export are: 

(c) Materials of a salacious or pornographic intent, although the inclusion of 
questionable language, episodes, or scenes in a work of a bona fide literary or 
artistic intent shall not automatically be construed to bring it within this category. 

Mr. Beers, you spoke about paperbacks a while ago. What category 
of paperbacks come under this program? 

Mr. Brerers. We have applications from almost all the publishers 
of paperbacks and without naming any names here, I think all of us 
can recognize that some of the lines are of higher quality than others. 

Because paperbacks are prominently displayed, because they are 
very inexpensive, we make a particular effort to screen every one of 
those publications. 

Mr. Bentiey. Including their covers? 

Mr. Beers. Exactly. 

Many of the paperbacks are, of course, reprints and we have access 
to all the reviews on those books when they were orignally published. 
Many of them are original. The ones that are original, we actually 
look at. Our judgment has to be subjective and if our judgment is 
that this book is harmful to United States interests, it is not permitted 
guaranty coverage. 

Mr. Bentiey. Within the category which I have just read? 

Mr. Brrrs. Yes, sir. Those provisions which you have just read 
are written into our contracts. Each company that takes out one of 
these contracts with us certifies that they will not export any materials 
coming within these provisions. 
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Now, of course, they look to us in many cases to define whether 
a particular book would be viewed as coming under one of these 
provisions. 

Mr. Brent try. Then, in effect, you are setting yourselves up as 
censors, are you not? 

Mr. Brxzrs. Except there is no prohibition for the publisher to 
sell these books, if he does not have a contract with us. 

Mr. Brentiry. You are setting yourselves up as censors insofar as 
the operation of your particular program is concerned? 

Mr. Burrs, I guess we can’t evade that, sir. 

Mr. DuVat. But we do not try to control the export of any kind of 
materials except as far as the IMG program is concerned. 

Mr. Berentiey. Let me ask this question: Would unfavorable 
action by any nationwide board of censorship within this country 
with respect to the showing of a particular movie, or the newsstand 
sale of a particular book or periodical or paperback, whatever it may 
be, would such action have any influence in your consideration of that 
for inclusion under the program? 

Mr. DvuVat. It would indeed, sir. 

Mr. Bentiey. To give you a specific example, would you consider, 
for example, a film that had been banned by the Legion of Decency, 
just to give one outstanding example? 

Mr. Beers. We might consider the film, sir. I think it would be a 
question of what the Legion of Decency would say about the film. 
I doubt very much that we would differ with them about the admissi- 
bility of any one particular picture. 

Mr. Bentiey. Would you go so far as to say that you would follow 
their ruling in any and all instances? 

Mr. Beers. I would not be prepared to go that far, sir. 

Mr. Bentiey. Would you care to say if a book had been banned 
in a particular city, for example, by a local board of censorship, that 
you would be governed by that board’s ruling? 

Mr. Beers. I don’t recall that a case of that kind has ever come up, 
Mr. Congressman. 

This is a very delicate question, as you know, and I might say that 
in the industry as a whole, particularly the paperback industry, the 
actions around the country in certain communities of chiefs of police 
confiscating these books because of their covers has had quite an 
impact on the industry and these covers look quite a good bit different 
now than they did 2 or 3 years ago. 

Mr. Benttey. I walk into an awful lot of drugstores and I can’t 
see much difference. 

Mr. Jupp. Or the Detroit airport. 

Mr. Bentuiey. I am concerned about the language in this particular 
section here which you say is included in your contracts, as to just 
how much, within the operations of your own program, the Agency 
helps operate as a censorship agency. 

In other words, are we following the guidance of these local boards 
or agencies that have attempted to set up censorship on a local or 
national basis, or, conversely, are you possibly, by trying to avoid 
any implication that you were following such guidance or such indica- 
tion from them, could you possibly be letting go for export some 
publications which might follow a salacious or pornographic character? 

Mr. Bzrrs. I can say, sir—I can recall perhaps 1 or 2 instances 
where in connection with the review of a film it was mentioned that it 
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was barred by the Legion of Decency or disapproved by them, and in 
such case we did not approve that film. However, we do not keep 
track of all the actions around the country insofar as suits being 
brought locally to bar the sale of various kinds of books. 

There are many thousands of books published, as you know, and 
we look at each publication presented to us in terms of that particular 
publication—our reaction to it. 

Some paperback lines we have rejected as high as 40 percent of the 
titles presented to us. Others, the more qualitative lines, the rejec- 
tion rate would run 3 or 4 percent. 

Mr. DuVat. I think we would apply our best independent judg- 
ment, Mr. Bentley, and, of course, if a book or film was controversial, 
we would take that into consideration, but we wouldn’t necessarily 
be governed by the action of a particular local board. 

Mr. Brentiey. Would the effect of a book being controversial come 
to your attention? 


Mr. DuVat. It certainly would, sir, if on a broad enough scale it 
was questionable. 

Let us say a particular novel has had considerable notoriety around 
the pee think our people would know it was a controversial 
book. 

Mr. Brentiery. I am concerned because this is something, as you 
say, that is a delicate question and could be badly handled from a 
media standpoint. 

Mr. Besrs. Mr. Bentley, the success of this aspect of our operation, 
which admittedly is the most difficult, rests primarily upon the coop- 
eration of the industries with us. They do not want us to get into 
any difficulty along this line because this might result in the end of 
= program. It is an important program to them, so they cooperate 
with us. 

Sometimes we will have an issue made of a particular book by a 
publisher; we will talk to him about it and we will arrive at an under- 
standing which is mutually acceptable. 

So far I think we have been able to avoid any difficulties along this 
line of censorship which is a very delicate question. 

Mr. Bentiey. Thank you, Mr. Chairman. 

Acting Chairman Morean. Mr. Curtis. 

Mr. Curtis. Thank you, Mr. Chairman. 

This program seems somewhat different from the others we have 
been considering under mutual security and I just wondered about 
that. The governing legislation for USIA, is that in the mutual 
security legislation or in other legislation? 

Mr. DuVat. No, sir; it is a separate act—the United States Infor- 
mation and Educational Exchange Act of 1948, Public Law 402 of 
the 80th Congress. 

Mr. Curtis. Would it be desirable that this legislation receive 
consideration with the governing legislation relating to USIA rather 
than in the mutual security legislation? 

Mr. DuVat. Well, actually, sir, the way the proposal has been 
drafted on the Senate side, although contained in the mutual security 
bill, it would bring about an amendment of the basic Public Law 402, 
this Information Act that I have spoken of. 

It is simply a question, I think, of the legislative vehicle—the 
program has been authorized by provisions in the various mutual 
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security laws of the past. The mutual security laws, as a matter 
of fact, are the only legislative vehicles that to date have been used 
to bring about amendments of this legislation. 

Mr. Curtis. And finally, gentlemen, I am just concerned about 
the amount of money that is lost on this program. We are all hear- 
ing constantly about the need for governmental economy and I just 
wondered if this amount of loss is necessary in order to get the benefit 
which the Government gets out of the program. 

Now the price at which the materials are sold abroad must make 
a difference. In other words, take a publisher right in one of our 
States here, who is selling a book that costs $5 in America. If he 
were doing that commercially, he might have to charge a little more 
for transportation and possibly losses in exchange if he sold it in 
some foreign country, but what price, under your contracts with 
these publishers, do they sell at in these foreign countries? 

Mr. DuVat. It depends, really, sir, on the exchange rate and the 
other side of the coin where there is a loss on an exchange rate——- 

Mr. Curtis. But we guarantee them against the loss, don’t we? 

Mr. DuVat. An information media guaranty contract merely 
guarantees an American exporter of information materials that his 
local currency proceeds of sale will be converted into dollars. 

The person who benefits, sir, is the purchaser in the foreign country. 
If the exchange rate is one at which the information media guaranty 
program takes a loss, he can get a book which, let us say, is worth $5 
here, for less than that in relation to the costs of other items in his 
country. Now whether the loss that we take on the sale of that 
particular book is desirable or not is really a foreign policy considera- 
tion, we believe, and we rely on the State Department to guide us as 
to whether we should take these losses in countries like Poland. 

Mr. Curtis. If a book sells for $5 in this country, how much does 
the publisher usually sell it for, say in Israel? 

Mr. Beers. Mr. Congressman, under our contract there is a pro- 
vision which says the publisher in this country must sell his books to 
the foreign importer at the same discount he would accord to a United 
States purchaser similarly situated. 

For example, if the discount is 40 percent on a certain number of 
copies, that is the same discount he must give the foreign purchaser. 

Let’s take a specific case: Turkey. The imports under this pro- 
gram in Turkey come in at the rate of 2.8 lira to $1. 

Now that means a $10 book would sell in Istanbul for 28 lira. The 
Turkish Government has put a price control on saying that the 
importer cannot sell that book for more than 33 lira, which gives him 
: little leeway in terms of the shipping, the overseas packing and so 
orth. 

Now, the American publisher then gets the same net back for his 
foreign sales that he would get from sales in this country, under our 
program. Now the advantage of course as Mr. DuVal has pointed 
out is to the Turkish importer or Turkish book buyer who is able to 
buy that book at a price within his means. 

Mr. Curtis. What is the total volume of sales per year, roughly 
speaking, in dollars? 

Mr. Beers. Up through last June 30 since the beginning of the 
program we had bought about $30.5 million in foreign currencies 
under this program from the beginning. 
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Mr. Vorys. It seems to me that does not answer his question. 
Looking at page 6 of the Senate report, you issued guaranties for 
$51.5 million. You had paid out $30.5 million in guaranties. That 
means there is $20 million worth of sales you guaranteed, but did not 
have to finance. You haven’t mentioned that you collect a 1-percent 
fee, this insurance fee, on all of this. 

So that if any publisher can make a sale in a country he is not 
going to pay a 1 percent fee if he can get out of it. 

But there has been $20 million up to June 30, 1957, of guaranties 
where you collected the fee. 

Mr. Beers. And they were not used. 

Mr. Vorys. And you made money and the books, and so forth, for 
$51 million went into 16 countries. Then you received from local 
currencies—you paid out $30.5. You received $16.999 in dollars for 
these currencies; and your estimate, which is optimistic, is that there 
is a dollar value of $6.3 million in the currencies still held, according 
to this presentation in the Senate. 

Mrs. Kuuity. What page is that on? 

Mr. Vorys. Page 6. 

Mr. Curtis. Can you give me an answer as to the commercial 
value of these sales per year? 

Mr. Brprs. I can give you 1955, 1956, 1957. This will give you 
the amounts of local currency purchased under this program for those 
3 years. 

‘In 1955 it was $3.1 million. In 1956 it was $6/4 million. 

In 1957 it was $6.9 million. 

Now, I should make clear that we issue contracts which are not 
guaranties of sales, they are guaranties of convertibility. So a 
company may take out a $100,000 contract and pay us $1,000 and 
it is conceivable they might not sell anything and the contract would 
run out and we would buy no currency under that contract. 

Mr..Curtis..Can you think of any way in which the program could 
be made less expensive for the American taxpayer? 

In other words, if the publisher who sold the book, sold it for a 
little higher price over there, then he would not need as much help 
from our Government in order to make the thing go, would he? 

Mr. Beers. He would have to sell the book at the same rate of 
exchange that applies in the current instance. 

Mr. Curtis. I asked about prices at which he sold. 

Mr. Beers. Yes, sir; but he would be presenting to us more local 
currency and we would have to pay him the dollar equivalent of that. 

Let us take Turkey. He sells a $10 book and we will say he gets 
28 lira for it. If he sold that same book for $20, he would give us 
56 lira and your suggestion is that we would only give him $10 for the 
56 lira. 

Mr. DuVau. We could seek to change the unfavorable exchange 
rates in certain countries. We are considering with the State Depart- 
ment the advisability of doing that now. That might result in the 
country saying ‘‘We won’t change the rate and therefore if you do not 
like our rate, you cannot sell books in this country.” It gets down 
then to a question as to whether the program is worth the loss that 
you are taking in getting your materials into that country. 

Sir, if I could just call your attention to the conclusions of this re- 
port put out by the Committee on Foreign Relations based on hearings 
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held by Senator Mansfield’s subcommittee this past fall, the sub- 
committee in its conclusion states: 
The subcommittee finds that the IMG program is a small but useful operation. 


Its annual expense to the United States Government to date—$800,000—makes 


it one of the least costly programs conducted by the United States abroad. The 
program, however, is beneficial far out of proportion to its cost. 


In conclusion, the subcommittee urges that the informational media guarant 
program be continued as an important adjunct to the information program. It 
has been a worthwhile undertaking which deserves further support. 

This committee may have other ideas but this was the conclusion 
of the Senate Foreign Relations Committee on this matter of costs. 

Mr. Curtis. Thank you. 

Acting Chairman Morgan. Any further questions? 

Mrs. Ketuy. Mr. Chairman, I would like to ask a question. 

Acting Chairman Morean. Mrs. Kelly. 

Mrs. Ketuy. Who controls the local currency when it is converted? 
Who controls the use of that local currency? 

Mr. Brers. Mrs. Kelly, when we buy the local currency and we 
turn it over to the Treasury Department, the Treasury Department 
then sells that local currency for appropriate dollars. 

Mrs. Ketiy. Then may I ask this: I received today a breakdown of 
all the local currencies of the United States. Would that be included 
in these? © 

Mr. Brers. If you have the complete list, it is on the Treasury 
Department statement. 

Mrs. Ketuy. I do not think we have. 

Mr. Beers. Ours is a pretty small amount, Mrs. Kelly. 

Mrs. Ketiy. What other programs use local currency? Have you 
any idea? What I have is not the complete list of the local currencies. 

Mr. Hix. That is only mutual security program administered 
local currencies. The only Public Law 480 currencies included are 
those administered by the mutual security agencies. 

Mrs. Ketty. How much local currency is there at the present time? 

Mr. Beers. The last Treasury statement, Mrs. Kelly, as of 
February 28, shows local currencies being held by the Treasury 
Department in the amount of $7,360,000 for the IMG program. That 
is as of February 28. This is IMG local currency, only. 

Mrs. Ketuy. To what agencies have these been sold? 

Mr. Beers. These were in inventory as of that date. 

Mrs. Ketiy. But to what agencies have you sold them in the past 
year? 

Mr. Beers. State, Defense Department, USI]A—any agency of 
the Government having operations in the foreign country. 

Mrs. Ketiy. Are these books and so forth printed over here? 

Mr. Beers. Yes. 

Mrs. Keuuiy. Are they all printed over here? 

Mr. Beers. Well, Mrs. Kelly, American publishers, because of the 
cost factor—American books are very costly in comparison to those of 
other countries—recently have been trying to do some offshore produc- 
tion. For example, they have been printing editions of American 
books in Japan for sale in Asia. Where a book would cost $9 in this 
country, they might be able to do the same book for $3.75 or $4 there. 

This has many difficulties. There are lots of things to be worked 
out, and the publishers are just starting that, but, to answer your 
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question directly, 98 percent of what is sold under this program is 
produced in this country. 

Mrs. Ketuy. Did you have any checkup on the films that were 
sent to the Brussels Fair? 

Mr. Beers. That had nothing to do with the IMG program, 
Mrs. Kelly. 

Mrs. Ketuiy. You had no check on that at all? 

Mr. DuVat. No, we had nothing to do with the selection of those 
films in the United States Information Agency. 

Mrs. Ketiy. Your Agency had nothing to do with it. 

Mr. DuVat. No; this was entirely under the State Department. 

Mrs. Ketity. Would the same criteria be used for sending those 
abroad that you used? 

Mr. DvuVat. I do not know how those films were picked. 

Mrs. Ketty. I objected to the State Department in permitting 
I Was a Member of a Chain Gang being shown at the Brussels Fair. 

Mr. DvuVat. I am familiar with the situation you describe, but we 
had nothing to do with it. 

Acting Chairman Morean. Mrs. Bolton? 

Mrs. Botton. I wondered whether the committee had any personal 
knowledge of Mr. Shelton, who is head of the Motion Picture Division. 
I happen to know him, and I think I would like to put into the record 
some of his record. He was born in 1915 in Virginia. He went to the 
University of Virginia and the University of Richmond. He was 
assistant to the divisional manager of the Motion-picture company in 
1941-42, and went on into the Treasury Department. He was a 
producer of motion pictures in Hollywood. e was a consultant to 
the Department of State in 1951, production adviser in 1952, Depart- 
ment Chief of the International Motion Picture Service in 1954. 
He was Director of Motion Picture Services in 1954. He was given 
the Distinguished Service Award in 1956. Incidentally, he is married. 
He is a man with a very great deal of what I would call vision in the 
motion-picture field. 

I have had something to do with him, because they have been 
going over my films in the Agency. He ran off for me a film very 
recently filmed about the United States. It was one of the finest 
things that I have seen. I wish it were in every school in this 
country. Why we can’t have the benefit of some of our work, I do 
not know. ‘To me it is a great pity that we are not making this and 
other such films available to the United States. 

This particular film is a picture carrying the theme of the historical 
thinking of the great men of the country and it is done beautifully. 
The photography is unbelievable. I certainly would like to have it 
in our schools. 

As I was saying, I would like to see us do something in the Congress 
to make it possible, for our educational groups at least, to have. the 
advantage of the work that our people have done. There is a film of 
Ghana. It is a beautiful film of that country. What do the people 
of this country know of Ghana? Just nothing. 

Should we not be using every possible way to make our people 
more intelligent internationally? 

Not everyone can travel, but everyone could at least see some of 
these films. One cannot buy them, though I discovered I could 
borrow. 
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But here we are working so hard on these things and giving a man 
like Mr. Shelton very little personal appreciation—he isn’t asking for 
any, does not want it; he is doing a job he loves, one he has been at 
all his life. He is an artist, a good producer, and he has ideas. 

I would like to see us, perhaps next year,do some thinking about 
a possibility to make available to the public and, surely, to our 
educational groups, the material that is in those information files. 
But it seems to me that we are depriving our own people of invaluable 
material. 

Thank you, Mr. Chairman. 

Acting Chairman Morean. Any further questions? 

Mr. Vorys. Yes, Mr. Chairman. 

Mrs. Botton. Did you want to say something? 

Mr. DuVatu. Mrs. Bolton, I just wanted to say that the Appro- 
priations Committees feel that films produced or acquired by the 
Agency for overseas use should not be distributed by us in this 
country. 

Mrs. Boiron. But we must find some way around that. That is 
my feeling. 

Mr. DuVau. We make some of these films available to the Office 
of Education of the Health, Education, and Welfare Department, 
and these are available for purchase by members of the public for 
nontheatrical showings. At the present moment, that is as far as 
we can go. Of course, with congressional committees or any Con- 
gressmen, we will be glad to loan prints of any films that we have. 
There is an excellent one on the launching of the Explorer, incidentally, 
that we have just gotten out. 

Mr. Vorys. My question is on a little different line. I am looking 
at attachments A and B of Mr. Beers’ statement. I am looking at B, 
first, to see if I understand it. You have lined up the allocations for 
this year and the applications. In every instance there are 12 coun- 
tries. In our committee, some of us kind of think this is going on all 
over the world, whereas it is highly selective. You only have 12 coun- 
tries in the whole planet. 

There are three instances where the allocations were less than the 
application—the allocations were more. Burma, $350,000, and the 
application was less. Vietnam, $1,325,000; the application was less. 
Yugoslavia, $1 million; the application is less. In all other instances, 
the allocations were less than the request. 

Then, looking over at A, attachment A, your estimated contract 
issuances for the coming year, I find that these 3 countries—Burma is 
still $350,000. Vietnam has dropped to $900,000, and Yugoslavia is 
$1 million. It would appear to me as though you are trying to push 
harder to get some stuff going in those three countries than the 
applicants are pushing you; is that correct? 

Mr. Brrrs. Well, Mr. Vorys, Burma has just entered the program. 
This $350,000 figure was our best estimate of the probable market 
there. There are many complications we have to work out with the 
Burmese—import licenses and so forth. It is quite slow getting 
underway. We hope next year it will reach this level, but it is only 
a few months old. 

To take Yugoslavia second, there was a little difference with the 
Yugoslavs along the lines of the earlier discussion here. That was 
on some of these pictures that they could not buy that they wanted 
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to buy and so there was a holdup for a time until we were able to work 
this out with them. 


In Vietnam, the difficulty there was that the allocation for films did 
not reach the level that we had estimated. 

Mr. Vorys. In some other cases, Israel requests $2.3 million and 
they are down to $600,000. The Philippines were cut down a couple 
of million dollars. Turkey is cut down. 

It would appear that the balancing there has something to do 
with policy, it certainly is not a proportionate business but it has 
to do with foreign policy considerations. Am I right or wrong? 

Mr. BEer:. These figures in the allocations column are fixed by 
the United States Information Agency’s IMG Review Board. A 
level will be fixed for a country in terms of that country’s importance 
to us, the element of loss and so forth and then we cannot issue con- 
tracts exceeding those amounts during the year. 

Mr. Vorys. But where the allocations appear to be more than the 
applications, it indicates, not that you are trying to hold down appli- 
cations, but you hope that there are going to be more applications 
than have already appeared on the horizon? 

Mr. Besrs. That is right. 

Mr. Vorys. Thank you very much. 

Acting Chairman Morean. Are there any further questions? 

Thank you, Mr. DuVal and Mr. Beers. 

(The following additional material was supplied by Mr. DuVal 
for insertion in the record:) 


UniTED States INFORMATION AGENCY 


THE INFORMATIONAL MEDIA GUARANTY PROGRAM 
lis purpose 


One of the most important barriers to the export of American books, periodicals, 
and motion pictures is the shortage of United States dollar exchange in so many 
foreign countries. The informational media guaranty (IMG) program is de- 
signed to overcome this barrier by guaranteeing to American publishers, motion- 
picture distributors, and other exporters of informational materials the conversion 
of their blocked foreign-currency sales receipts into United States dollars. 

Thus the IMG program makes it possible for foreign booksellers, magazine 
distributors, educational institutions, libraries, and motion-picture exhibitors in 
dollar-short countries to buy American informational materials and pay for them 
in their own currencies. Under the terms of the IMG contracts issued by the 
United States Information Agency, American exporters can then exchange these 
local-currency payments for equivalent United States dollars. 


How I MG is extended to a new country 


When it appears there is a need for IMG in a new country, the United States 
Information Agency consults with the Departments of State, Commerce, and 
Treasury to collect the facts about the dollar exchange position of the country, 
the type of import controls in force and the reason forthem. Usually the Embassy 
is consulted by the State Department for its advice on the political and economic 
aspects of initiating negotiations on an IMG agreement with the foreign govern- 
ment. When these and other facts are assembled, they are presented to the 
United States Information Agency’s IMG Review Board for its consideration. 
The IMG Review Board is composed of the heads of all the major elements in 
the Agency concerned. Under the chairmanship of the Deputy Director of the 
Agency, this Board decides whether, in view of all the facts, it appears advisable 
to proceed with IMG negotiations in this instance. When it is decided to do so 
negotiations are carried out through the Department of State. 

IMG country agreements consist of an exchange of notes, usually between our 
ambassador and the foreign minister of the participating country. The agree- 
ments cover three main points; first, they make provision for the operation of 
the program; second, they provide that the foreign government will have the 
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right to approve or disapprove applications for IMG contracts from American 
exporters before such contracts are actually issued; and third, they make provi- 
sion for the uses which the United States Government may make of the local 
currency acquired as a result of IMG operations. 


How IMG operates 


After an IMG agreement has been concluded with a new country, the Agency 
announces to the publishing and motion-picture industries through their trade 
associations and publications that it will accept IMG contract applications for 
that country. 

Most IMG contracts cover a selling period of 1 year and they specify a dollar 
amount, representing the American exporter’s estimate of his sales volume in 
the participating country over the l-year period. For example, a book pub- 
lisher in New York applies for a $5,000 contract for a particular country. Such 
a contract, when issued, would provide that the United States Government 
guaranteed to convert for that publisher up to $5,000 in local currency received 
by the publisher to cover his sales in that country during the l-year contract 
period. An IMG contract is not a guarantee of sales; it is simply a guarantee 
of currency convertibility. Each exporter pays a fee of 1 percent of the dollar 
face amount of the contract for each 12 months of guaranty coverage. These 
fees are deposited in the revolving fund from which all IMG transactions are 
financed. 

In appraising an application from an American exporter for an IMG contract, 
the Agency evaluates and screens all materials the exporter proposes to sell under 
the guaranty. The law directs that all materials exported under IMG must be 
“consistent with the national interests of the United States.’’ Therefore, all 
books, periodicals, films, and other informational materials proposed for IMG 
export are reviewed to insure that they conform to this requirement of law. Each 
contract specifies what the exporter may sell under the guaranty. Should he sell 
any materials not eligible for guaranty coverage, the foreign currency which he 
receives in payment for these materials is not eligible for conversion into dollars 
under his contract. 

After an exporter has obtained an IMG contract, he opens a bank account in 
the foreign country. As he makes sales to his foreign importers, he bills them in 
dollars, directing them to make payment in equivalent local currency—computed 
at the official rate of exchange—for deposit to his foreign bank. When such 
payment has been made, the American exporter writes a draft against this local 
currency payment, payable to the Treasurer of the United States, and sends it to 
the IMG fiscal office, together with his application for dollar payment, and copies 
of his invoices covered by the payment. 

This application, with accompanying invoices, is carefully reviewed, and if all 
is in conformity with the terms of the contract, the exporter’s draft is sent to the 
bank in the foreign country designated by Treasury to hold the IMG local cur- 
rency account. Against this draft, the local currency is transferred from the 
American exporter’s foreign bank to Treasury’s bank, following which the Ameri- 
can exporter is mailed a United States Treasury check for the equivalent amount 
in United States dollars. 

All transactions reported under IMG contracts are subject to a number of 
checks and crosschecks. 

First, each exporters, in making an application for payment, certifies that 
each invoice is true and correct in every respect; second, he certifies that it is not 
legally possible for him to get dollar payment outside the IMG program; and 
third, as he makes each application for payment, he reports whether he has 
issued any credit memorandums to any of his foreign customers. If he had done 
so, the amount of the credit is deducted from his dollar payment. 

Furthermore, at the termination of each contract, the Agency requires that 
the American exporter have his contract operations audited by an independent 
certified public accountant. When the contract is closed out, the exporter’s CPA 
must file with the Agency a certificate attesting to the accuracy of the exporter’s 
report of his transactions under the contract. 

Finally, the United States Information Agency’s own audit staff, completely 
independent from IMG operations, conducts its own audit of the books of the 
exporters holding IMG contracts as well as an audit of IMG operations within 
the Agency. IMG contracts are also subject to audit by the General Accounting 
Office. 
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Need for continuity and stability in the IMG program 


It would not be possible for the IMG program to operate effectively on a year- 
to-year basis. This is because American exporters usually invest a substantial 
amount of time and money in establishing new distribution outlets and in initiating 
sales promotion efforts when IMG is extended to a new country. Usually, this 
investment does not begin to show returns until many months have passed. 

Assume, for example, an IMG agreement is concluded with a new country on 
January 1. Book publishers would then schedule their representatives to visit 
the local book trade, the colleges, and the universities; publishers of mass media 
such as periodicals and paperback books would begin the process of setting u 
distribution networks in the country; motion-picture companies might establish 
subsidiary corporations locally to handle the sale and release ‘of their pictures. 
New import license procedures would have to be worked out and local banking 
arrangements would have to be concluded. Many months would pass before the 
American exporters would begin to realize returns from all of these efforts. 

Continuing with this example, the Government fiscal year ends on June 30. 
If American exporters could only be assured of IMG support for 6 months, through 
June 30, rather than at least through the next fiseal year, they obviously could 
not afford to invest the time, effort, and money required in establishing the 
mechanism and working out the procedures to do business effectively in that 
country. 

Consequently, while the IMG program will be subject to annual review and 
appraisal by the Congress, there should always be provision for at least one year’s 
“jead time’ in the program. If IMG were financed under an appropriation 
which provided only for a year-to-year operation, it would lack the elements of 
stability and continuity which are inherent to the type of commercial relationships 
which IMG is designed to make possible and to encourage. 


Acting Chairman Morgan. I want to inform the committee that 
tomorrow we will have an executive session with Mr. Dillon, Mr. 
Holcombe, and Mr. Smith in attendance. 

The committee stands adjourned until 10:30 tomorrow morning. 

(Whereupon, at 12:25 p. m., the committee was adjourned, to 
reconvene at 10:30 a. m., Wednesday, April 16, 1958.) 

(The following information has been submitted for the record:) 


Assistant SECRETARY OF DEFENSE, 
Washington, D. C., April 14, 1958. 
Memorandum. 
For: Mr. D. P. Hill, staff consultant, House Foreign Affairs Committee. 
Subject: Expenditures for ammunition for European NATO countries. 


The following information is transmitted in accordance with your request of 
Mr. Richard Crawford for certain unclassified information relative to the NATO 
ammunition program. 

The proposed fiscal year 1959 military assistance program includes ammunition 
for eight European NATO countries. These include Denmark, France, Greece, 
Italy, Netherlands, Norway, Portugal, and Turkey. The latest country defense 
expenditure estimates for European NATO countries indicate that for every 
dollar included for ammunition in the proposed fiscal year 1959 program, the 
European NATO countries themselves expended more than $10 from their own 
budgets. 

If Greece and Turkey are omitted from the calculation, the ratio goes from 
about $1:$10 to about $1:$35. This is true because the bulk of the proposed 
fiscal year 1959 military assistance program for ammunition to NATO countries 
is for Greece and Turkey whereas these two countries have relatively small 
outlays for ammunition in their own budgets. 

Joe M. WuitFrE.p, 
Colonel, United States Air Force, 
Defense Coordinator for Congressional Presentation. 
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WEDNESDAY, APRIL 16, 1958 


House or REPRESENTATIVES, 
CoMMITTEE ON ForEIGN AFFAIRS, 
Washington, D. C. 

The committee met in executive session at 10:30 a. m., in room 
G-3, United States Capitol, Washington, D. C., Hon. Thomas E. 
Morgan (acting chairman) presiding. 

Acting Chairman Morean. The committee will come to order. 

We have a continuation of the hearings on the Mutual Security Act 
of 1958 which makes authorizations for the fiscal year 1959. 

We have with us today three witnesses from the executive branch 
of the Government. 

We called this session to have a sort of a cleanup question-and- 
answer period for any member of the committee who desires additional 
information. None of the witnesses have any statements so we are 
going to start immediately with questions. 


STATEMENT OF JOHN L. HOLCOMBE, DIRECTOR, OFFICE OF 
PROGRAMING AND CONTROL, OFFICE OF THE ASSISTANT 
SECRETARY OF DEFENSE FOR INTERNATIONAL SECURITY 
AFFAIRS 


Mr. Hotcomsps. May I say that Mr. Sprague and Mr, Shuff 
cannot be here. Unfortunately, this is the week of a very important 
meeting in Paris to finalize and implement the decisions taken at the 
NATO chiefs of governments meeting last December. Policy sessions 
and detailed negotiating sessions are going on simultaneously so 
that both of them have to be in Paris at this time. 

Acting Chairman Morean. That is fine, Mr. Holcombe. 

We will start with Mr. Curtis. 

Mr. Curtis. Thank you, Mr. Chairman. I have no questions. 

Acting Chairman Morean. Mr. Coffin. 

Mr. Corrrn. Mr. Dillon, to clarify our record of the hearings up 
to this point, could you provide the committee with an answer, either 
now or subsequently, as to the amount of money, either in dollars or 
local currency, which the United States will give to other governments 
in fiscal 1959 for budgetary support? 

A further question. Are cash grants included in funds to be spent 
for budgetary support? We know that there are several cash grants 
listed for the forthcoming year. 

I ask this question because we don’t know for our own presentation 
on the floor the extent to which, either by our own currency, United 
States currency, or the foreign currency we own, we are prepared to 
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commit this to the budgetary support of other countries, and I think 
that would be helpful for us to have on hand. 
Are you able to answer that now? 


STATEMENT OF HON. C. DOUGLAS DILLON, DEPUTY UNDER 
SECRETARY OF STATE FOR ECONOMIC AFFAIRS 


Mr. Ditton. I am not able to answer the first part of it, but we 
will give you that information. 


Generally speaking—TI think probably in all cases when we do give 


budgetary support to a country, it is on a grant basis so it would be 
grants. It is not done on a loan basis. 

Mr. Corrry. It would not necessarily be American dollars? 

Mr. Ditton. Not necessarily; no. It often is not. It is often in 
the form of local currencies after the commodities have been imported. 
We can get together something on that. 

(The information requested is as follows:) 


“BupGet Support’ ASSISTANCE 


Question. How much is there in dollars and how much in local currency in the 
fiscal year 1959 presentation for ‘budget support’’? 

Answer. A. Introduction.—Except in one or two very special cases involving 
some form of cash grant, defense support and special assistance appropriations, 
which are spent for nonproject purposes, are used to pay for the procurement and 
transportation of various commodities for importation into the recipient country. 
This assistance is designed to meet, and is provided in a form (i. e., commodities) 
that will meet, a country’s needs for commodities which can only be obtained 
through import but which the country lacks the foreign exchange to procure. 
Once imported, such commodities are frequently sold, and, when they are sold, 
the local currency proceeds of the sale (except those retained for United States 
uses) represent local currency receipts of the receiving country’s government. 
Such local currency receipts are called counterpart and, under the terms of its 
bilateral aid agreement with the United States, the receiving government may use 
this counterpart, like revenue derived from other sources (taxes, borrowing, etc.), 
to meet certain classes of its budgetary expenses, subject, however, to United 
States concurrence in the particular uses proposed. Hence, when all three major 
elements of most nonproject aid transactions are considered together—i. e., first. 
the import of a commodity procured with foreign exchange provided by the 
United States; second, the sale of this commodity locally for local currency; and, 
third, the use of this local currency to finance some expenditure of the local 
government——one result, and often the most important result of these three 
elements is to enable the receiving government to increase its budget expendi- 
tures without at the same time suffering the inflationary consequences that would 
follow if these expenditures were increased without introducing into its economy 
the additional outside resources which are represented by the commodities which 
are imported through United States financing. 

While the local currency counterpart derived in the foregoing manner serves 
primarily to augment the ijocal government’s general revenues, it is customary to 
associate this particular local currency with, and to say that we ‘‘program”’ it for, 
selected activities of the local government which we and they jointly believe are 
of particular importance—to attribute its use to the support of the country’s 
military budget in general, or of identified parts thereof, to the financing of non- 
military segments of its budget (as, for example, its de -velopmental component), 
to the support of specific projects, etc. For this reason, our aid to a country is 
frequently described (for example, in some congressional presentation documents) 
as being intended to provide budgetary support or budgetary assistance for the 
particular activities to which such attribution is made. However, except in the 
few cases noted, these attributions are only a byproduct of, rather than the 
principal reason for, the provision of United States nonproject assistance to the 
country—that principal reason being the fact that the country must have addi- 
tional resources (i. e., more imported commodities) if its economy is to be operated 
at the level necessary to support those activities which are essential to the attain- 
ment of United States objectives. This includes, in most cases, major govern- 








MUTUAL SECURITY ACT OF 1958 1649 


mental activities, such as the maintenance of military forces or the conduct of an 
economic development program. 
The foregoing facts are brought out in the discussion of the countries for which 


budget support is indicated as an end for local currency attribution in the con- 
gressional presentation documents. 

B. Country analysis.—Following is a country analysis covering situations where 
mutual security program derived local currencies are attributed to budget support 
purposes. Over 90 percent of these attributions are to the military portion of the 
budget, although it should be noted that local currencies in a budget are fungible 
and the attribution, whether to military, nonmilitary, project, or nonproject 
purposes is normally arbitrary or, at the most, related to negotiating or political 
rather than economic factors. It should be noted that these estimates are related 
to funds available in fiscal year 1959 and are in large part generated from dollars 
obligated in prior years. Also, of course, these estimates are illustrative and 
before funds are actually attributed as indicated an extensive negotiation with 
the other country must take place. The final attribution may therefore be 
different from that shown. 


The local currency figures cited below are taken from table V accompanying 
each country presentation section. Reference is also made to the local currency 
narrative, explaining in some detail the dollar/local currency relationship for that 
particular country. (Public Law 480 currencies are not treated below.) 

(Security deletion.) 

Mr. Corrix. The second question is one we have had some dis- 
cussion on before. I will give a fairly long preamble and then I will 
ask two questions based on it. 

As you know, I come from an area that has been in the past very 
much concentrating on the textile industry which has been in a 
decline for some time. We are aware of certain proposals that have 
been made on the Senate side, as well as possibly on the House side 
about utilizing the mutual security program in order to give the 
textile industry more of a boost. 

So the question is this: Having in mind the facts that last year 
out of some $95 million of purchases of textile products under the 
mutual security program, only $7 million was spent in the United 
States; that in the past 2 years the percentage of textile products 
purchased in the United States has declined sharply while products 
purchased abroad has risen, from a minor percentage to a major 
percentage. 

And, having in mind finally that the United States cotton and 
woolen textile industries have declined about one-half since World 
War II, I ask you this first question: 

Would you state for the record or perhaps put into the record at a 
later date, your analysis and view of the feasibility of utilizing domestic 
manufacturing facilities under the program? The advantages, the 
disadvantages, the extent to which this can be done under present 
law, and any changes that would be necessary to increase this if it 
were deemed desirable. 

The second question is, whether administratively, without talking 
about any changes in the law, you and your associates are making 
any review of the ICA program in the light of the problems of the 
textile industry to see whether or not, particularly in a time of reces- 
sion, more can be done without any basic changes in the framework— 
more can be done to give a shot in the arm to this industry next year? 

Mr. Ditton. Mr. Coffin, that is a problem to which we have 
addressed ourselves and given a good deal of thought as a result of 
questions that were originally posed from the Senate. 

I think to understand our basic position on that, it is useful to 
have a clear understanding of how this ICA procurement works. 
ICA itself, does not procure textiles or these other materials. They 
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send out procurement authorizations to governments concerned 
where aid a been given in the form of these materials and then 
these governments allow or encourage—the way it is done—private 
people, private businessmen in the country concerned, to ask for 
bids on a worldwide basis, and they take the lowest bid and are then 
authorized by their government to have the necessary foreign exchange 
as a result of the ICA procurement authorization. 

Now, there is a section in the bill which tells the ICA that the 
should handle their operations this way—to encourage trade throug 
private channels. If they did not handle it this way, procurement 
would be sort of a barter transaction which would run counter to the 
basic philosophy of at least that part of the bill. 

What is true for textiles is true in the case of practically all other 
individual commodities. The amount of textiles that were procured 
abroad is a very small percentage of the total United States produc- 
tion and it is really very doubtful that a change in this policy would 
do any substantial good to the textile industry. 

The percentage of procurement abroad is about two-thirds of 1 
percent of the overall United States production. 

Price differentials are rather large in the case of textiles. If any 
change was to be made it would mean that to get the equivalent 
supply of textiles to, say, Vietnam, we would have to appropriate 
maybe 20 or 25 percent more money, or use 20 to 25 percent more 
money for that purpose. 

As far as the general taxpayer is concerned, and what we are getting 
for our money in the mutual security bill, the present system is 
much better. 

In addition, these dollars have gone primarily to certain countries 
who are largely in deficit in their trade relations with the United 
States. Japan is an example. The United Kingdom is another big 
one; France is another one. 

If they did not get these orders, it is perfectly clear that they 
would be able to buy far less from the United States in the way of 
materials. 

Japan gets the largest amount of these orders, or at least did last 
eo on a competitive basis. Japan last year bought about $1.2 

illion in products from the United States and only exported about 
$600 million, so they had a deficit of about $600 million which is a 
trade deficit of real concern. 

If they were deprived of the dollars they earn in this way, it would 
mean they would buy less machinery, and less of other things which 
also came from industries which are in trouble over here, so in effect 
you would merely shift the burden from one industry to another 
industry. 

For those reasons the executive branch has felt it was best not to 
make any drastic change in our policy, primarily because we think we 
save more money under the present system, we encourage private 
business, the money actually comes back to the United States for 
support of business generally—the great bulk of it; and finally we do 
not know of any one case when there would be any really substantial 
benefit to the American industry involved by taking such action. 

Details of this have been studied primarily in the ICA. To make 
a change here would cause some problems in their setup. 

Perhaps Mr. Smith would like to add something. 
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STATEMENT OF HON. JAMES H. SMITH, JR., DIRECTOR, INTER- 
NATIONAL COOPERATION ADMINISTRATION 


Mr. Situ. Well, I very strongly endorse what Mr. Dillon has 
said. I think it would also have very serious impact on the program 
in general if, because of the present so-called recession, we withdrew 
our normal way of doing business overseas. I think it would shake the 
confidence of the countries who are working with us in the mutual 
security program quite seriously if we withdrew our purchases to 
within our own continental limits. 

Mr. Corrin. I phrase my question in two parts. I can well ap- 
preciate the problems of any major shutoff ee I can also appreciate 
that it would be a major factor in our foreign policy. 

The feeling of many of the people in the industry is that we have 
helped set up, through our past assistance, these modern plants which 
now compete with us and we sell our cotton to them at a lower price 
than our domestic manufacturers can buy. This is a temptation for 
irresponsible statements and action—but at the same time there is 
much sense to this kind of complaint. 

The area I think perhaps we are more interested in as far as being 
responsible in our foreign relations is to recognize this tremendous 
problem of this industry which has been influenced by our own 
foreign policy. 

My second question is whether you are making any review of the 
program to see, administratively without any major change in your 
framework, what can be done particularly in view of this tremendous 
rise just in the past 2 years. 

Two years ago the United States got a major part of the orders under 
our mutual security program, well over 50 percent. Japan had a very 
small percentage and just within the past 2 years the change has been 
radically effected. 

With that in mind, it would seem to me there would be some leeway 
within which at least a token recognition of the problems of local in- 
dustry could be taken into account without doing any irreparable 
damage to the other countries which, after all, have not been used to 
this tremendous percentage abroad. 

This has been the first year that United States participation has been 
as low as $7 million out of $95 million. So all I am res ee you in the 
second question is whether you are undergoing a review of the program 
to see what can be done, if anything, to even give some orders that 
ordinarily would not be given to domestic industries during this 
perhaps critical year. 

Mr. Dituon. We have looked into that and administratively that 
would be a very difficult thing to do in the ICA program. 

You mentioned the fact that we sell our cotton abroad at a lower 
price than we sell cotton to our domestic manufacturers, which is a 
cause of some concern. We are not very happy about that, but as 
far as that particular thing is concerned it would not enter into this 
question because there is a provision in the law that provides for a 
subsidy of exports of cotton textiles from the United States that is 
equivalent to that difference in price, Our mills are not at a competi- 
tive disadvantage because of the fact we sell cotton more cheaply 
abroad. It might be fighting against imports coming in here, which 
is a different problem. 

21862—58—pt. 13-6 
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I think after reviewing this whole program, ICA has come to a 
conclusion in which we concur, that there is no change that would 
direct textile orders to the United States. 

The cost may be 25 or 30 percent over what they cost in the world 
market and it would not be something that would be a wise thing to do 
because the damage to our foreign policy would be greater than any 
benefit that the textile industry itself could hope to receive. 

Also, that is not all of the benefit. If it would mean we would just 
be transferring from one industry that needs the help, as I know the 
textile industry does, we would be transferring some help to that and 
taking it away from these other industries such as in the machinery 
field, and that also would be difficult. 

Mr. Corrin. When our manufacturers bid under ICA procurement 
or any procurement from a foreign country, in making up their bids, 
they put in their material costs at the world price? 

Mr. Dition. I don’t know that that is the exact way it is done, 
but there is a subsidy paid for any exports. 

Mr. Corrin. Any manufacturer who wants to bid on a South 
Korean purchase would know that he could put in his materials at 
the same price that was available to anybody else overseas? 

Mr. Ditton. That is correct. 

Acting.Chairman Morean. Mr. Adair. 

Mr. Apatir. No questions. 

Acting Chairman Morean. Mr. Selden. 

Mr. Setpen. Thank you, Mr. Chairman. 

Mr. Dillon, I wonder if you would give us your views on the 
separation of economic and military aid? 

Mr. Ditton. In what form? 

Mr. Setpen. The separation in the authorization bill of the eco- 
nomic and military aid. Also, whether or not you feel it would be 
advantageous to the entire program to do so. 

Mr. Dutton. Well, as you know, last year the administration rec- 
ommended that both military assistance and defense support be given 
a continuing authorization so that they could be funded in the budget 
of the Department of Defense. The administration of defense sup- 
port, being an economic matter, would stay in the ICA. 

We felt at that time that this action would serve greatly to clarify 
the purposes of the program and therefore was a good thing and would 
enable the American people to know better what this program was 
all about. 

I think that was the finding that was in one form or another reached 
by these independent surveys that studied the matter. 

Nothing has happened since that time to make us change our view 
on that general subject. 

However, last year we made an attempt to do it and the Congress 
decided that it did not wish to follow that recommendation, due 
primarily to strong opposition in another committee of this House. 
We have ascertained that that opposition still is present and therefore 
we decided that there is no reason to hope that the situation has 
changed and that such a separation would take place. The key 
element in our view is that, even if it was voted in an authorizing bill. 
it would not take place in the appropriation process. 

For that reason we decided this year we would be walking into an 
unnecessary battle that would open a lot of old wounds for nothing 
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and therefore we decided not to press the thing this year and we have 
not done so. 

Mr. SELDEN. Your views on separation are the same and you feel 
it would be advantageous. Yet, there will be no effort this year on 
the part of the administration, however, to separate the bills? 

Mr. Druton. That is right. 

Our views last year were that both defense support and military 
assistance be put into the budget of the Department of Defense. 
If it was only a matter of military assistance, that would require 
some further thought because it would not achieve completely the 
objective we had in mind last year. 

Mr. Se.tpen. Then can I conclude from your statement that there 
would be no objection as far as the administration is concerned, should 
this committee, in its wisdom, decide to separate the two programs? 

Mr. Diuton. That is correct, if it achieved the separation of both 
military assistance and defense support in the appropriation bill. 

Mr. Se.pen. Thank you, Mr. Chairman. 

Mr. Vorys. Will the gentleman yield? 

Mr. SeLpen. Yes, sir. 

Mr. Vorys. We talk about separating these programs. The only 
way we are going to arrange any separation that amounts to anything 
in the future would be to have at least a second-year advance author- 
ization for military, is that not true? 

I am going to ask you about changing the labels on the bill, so we 
can say one is military and the other is economic, but you don’t set 
the groundwork to accomplish the thing that I think Mr. Selden has 
in mind and had in mind last year, unless you provide a second-year 
authorization for military. Is that not correct? 

Mr. Diiton. That is correct. 

Last year we asked for a permanent authorization for military 
assistance and defense support so appropriations for these purposes 
could be treated just the same way other Defense Department funds 
are treated. 

Mr. Setpen. Let me add here that I am in partial agreement with 
Mr. Vorys. I feel that approach would be the most desirable way. 
Yet, failing in that approach, I think that any step we might take in 
the direction of separation would be helpful. If we can separate 
economic and military aid into two bills, | think that the American 
people will understand the entire program better. Also, there are 
members who are voting against the whole program because they are 
against only one part of it and separate bills would give them an 
opportunity to express their actual views. 

lf we cannot accomplish exactly what we set out to accomplish last 
year, I am willing to try another approach. 

Acting Chairman Morean. Mr. Morano. 

Mr. Morano. Mr. Dillon, can you tell me now what the status of 
the development loan applications are, on a worldwide basis, and how 
many have been filed and what their stages of approval are? 

Mr. Diiton. We can give you that information. We have it; yes. 

(The information requested is as follows:) 
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Development Loan Fund—Status of proposals, Apr. 15, 1958 


I Baa di ince 4 nb blab e nied tanta aE $126, 650, 000 
Loan agreements signed__.___-.-----.---- None 
Létters of advice issued______..-.--..-.-. $75, 000, 000 


India (4 projects): Road 
transport, jute industry, 
cement industries, and 


railways program ---_- $75, 000, 000 
Letters of advice pending_____._.....------ 51, 650, 000 
Proposals under consideration and on hand__-___-.--.-------- 1, 607, 434, 000 
Funds administratively earmarked____--~-- $25, 000, 000 
Other proposals under review andonhand__. _1, 582, 434, 000 
Total loans approved and proposals under consideration 
Ont NN st: inci Oe tadtvn ales enehenee «cules 1, 734, 084, 000 
Proposals no longer under consideration. -........----------- 228, 966, 000 


Mr. Morano. Do you know of any that have been approved and 
loans actually made? 

Mr. Ditton. The loan committee, which is the organization that 
makes the final determination, has approved a series of loans. I do 
not have the exact number. It may be something like 12 or 13, which 
total about one-hundred-and-thirty-odd-million dollars. Those are all 
in the process of becoming commitments and I would say in the next 
week or so they will be commitments to the borrowers concerned, 
subject to the negotiation of the details in each case, the detailed loan 
agreement which may take a number of weeks. 

This is the exact same process that is used by the Export-Import 
Bank and when they announce they have made a loan is when they 
have made this commitment and they don’t actually settle things up 
for maybe a couple of months after that. 

In answer to that question, I would say there are quite a number of 
loans that are actually committed. We will give you the figures and 
the loans, the details of them, but none of them have been signed in 
the final, legal loan agreement. 

Mr. Morano. You have had an appropriation for the fiscal year 
1958 and 1959. What was it, a half billion dollars? 

Mr. Ditton. This fiscal year? 

Mr. Morano. Yes. 

Mr. Ditton. $300 million. 

Mr. Morano. That is right. It was $300 million a year. 

Mr. Druton. It was for this year only. We are asking for $625 
million next year. 

Mr. Morano. The appropriation was for $300 million for 1 year. 

What I want to know is—and you have stated it in part—is that 
about $150 million of it has already been committed. 

Mr. Druton. It is upwards of $130 million or $140 million. 

Mr. Morano. In what area of the world are most of those loans 
committed? 

Mr. Ditton. They are scattered. There are 2 or 3 of them in 
Latin America. Most of the rest of them are in various parts of Asia, 
South Asia, and China. 


———— 





MUTUAL SECURITY ACT OF 1958 1655 


Mr. Morano. I made a trip to Honduras last Thanksgiving and 
I talked to the Constituent Assembly at the request of the President- 
elect. I made a survey of their needs—a very brief one, I must admit, 
but it was a survey of what their needs are, and they indicated that 
perhaps they may make some applications. I do not know whether 
they have or not. 

Mr. Ditton. One of the loans that has been committed is to 
Honduras. 

Mr. Morano. I am happy to hear that they have been given a 
priority. 

Mr. Dititon. They were. 

Mr. Morano. They have just instituted a democratic government 
there and it would be a good example for freedom if they would make 

ood. 
7 Mr. Ditton. We felt the same thing so we gave them real priority. 
That was one of the very first loans. 

Mr. Morano. Can you state how much the application was and 
what the amount was that we granted? 

Mr. Ditton. On this particular one, as I recall, the full amount of 
what they wanted for this project, which is a road building project, 
was about $5 million to cover local costs of some roads toward which 
the World Bank is also contributing. So we are doing this particular 
operation in conjunction with the World Bank. 

Now, there are some other roads. One of the important roads 
down there for which they would like funds has not been approved 
as yet because the engineering report is not completed and ready. 
Presumably when it comes in if it is satisfactory, they will get an 
additional $3 million or $4 million for that one. 

Mr. Morano. As I understand it, we authorized more than $300 
million. This was only a $300 million appropriation, but we au- 
thorized much more than that. 

Mr. Ditton. $500 million is what we requested and that is what the 
Congress authorized, but the appropriation was only $300 million. 

Mr. Morano. Thank you very much. 

Acting Chairman Moraan. Mrs. Kelly. 

Mrs. Ketity. Thank you, Mr. Chairman. 

Mr. Dillon, it has been said that ICA is only a financial agency. 
I would like to have your comment on that, and whether you believe 
you have the responsibility for control or review of the entire mutual 
security program, including the Defense Department. 

Mr. Ditton. I think the answer to that is quite simple. The 
review of the whole program, as far as policy is concerned, including 
defense, which includes overall amounts that are granted to any one 
country does, by delegation from the Secretary of State, reside in my 
office. 

Actual execution of these programs—the details of how they are 
carried out—is handled by the Defense Department for military 
assistance and by the ICA for economic assistance. 

They have the large organization which is necessary to handle 
particular projects. We don’t in the State Department, in my office, 
get into any detail as to whether a particular factory is properly 
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engineered or should go into a particular country or not. That is 
the job of the operating agency and it is a very important job. 

All we do is to insure that aid goes to countries which are important 
to us from a foreign policy point of view and it goes in the amounts 
that we think are proper for that country. 

Mrs. Ketiy. Who has the operating responsibility for ICA? 

Mr. Ditton. Mr. Smith. 

Mrs. Ketiy. Who has the operating responsibility for the defense, 
Mr. Sprague? 

Mr. Dition. Mr. Sprague. 

Mrs. Ketiy. Both of them at this moment have the power of 
review of the entire program, each in their own sphere? 

Mr. Ditton. In their own sphere of individual projects, that is 
right. All the projects. 

Mrs. Keitity. Complete control of the entire program, so that each 
are responsible, and are they each responsible for anything that is 
wrong within the program? 

Mr. Dition. That is correct. 

Mrs. Ketiy. Is there any program planned in this bill to develop 
pipelines or any method of bypassing the Suez Canal if that canal 
should again be blocked by Mr. Nasser? 

Mr. Ditton. There are no funds for anything of that nature in 
this bill. 

(Security deletion.) 

Mrs. Kevtiy. They are not interested? 

Mr. Ditton. In a pipeline through Turkey. It is in abeyance at 
the moment. 

Mrs. Ketuy. Are they considering it? 

(Security deletion.) 

Mr. Ditton. The companies have increased their loading facilities 
to the south and their ability to move oil out of Iraq through the 
Persian Gulf. That is under construction now. 

Mrs. Keuiiy. Would it then be shipped around Africa? 

Mr. Ditton. It can go by tanker either through Suez or all the 
way around. 

Acting Chairman Morcan. Will the gentlewoman yield? 

Mrs. Ketiy. Yes, Mr. Chairman. 

Acting Chairman Moraan. In the press last week there was 
comment in the other body which apparently related to this matter. 
Was this the pipeline that the oil companies objected to? 

Mr. Ditton. It is the same pipeline. The oil companies are not 
proceeding with it at the moment. 

Acting Chairman Morean. I read a story in the press last week. 
It reported a question by Senator Humphrey during the testimony 
of the Assistant Secretary of State for the Near East. Something 
apparently was said about the oil companies objecting to the building 
of the pipeline. 

Mr. Ditton. The report is not accurate because they were in- 
terested. I was discussing the matter with them at the time. The 
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companies were not only American but British, Dutch, and French, 
countries who have an interest in the area. 

(Security deletion.) 

Mr. Ditton. When they found that this big pipeline could not be 
built immediately they had to proceed and are proceeding with this 
construction that [ mentioned to the south which will enable more 
Iraq oil to go out there and they were also proceeding with an enlarge- 
ment of the lines through Syria. 

(Security deletion.) 

Mrs. Ketriy. Is the United States Government contributing to 
that? 

Mr. Ditton. It has nothing to do with the United States Govern- 
ment. This is all done privately. 

Mrs. Ketiy. Then it is definite there is no policy or plan to make 
sure that the oil is delivered from the Middle East into Europe? 
We are leaving it with those governments over there? 

Mr. Diiion. I would not say there is no policy. We have devoted 
a lot of time to this problem, but obviously we can’t build a pipeline 
unless it can go somewhere where the countries who own the oil are 
willing to let us have the oil and have it go through the pipeline. 

(Security deletion.) 

Mrs. Ketty. What about increasing the size of the pipeline through 
Israel? Has there been any thought of that? 

Mr. Diiton. The problem with that is, the indications are that all 
of the Arab countries—in this case even Iran, if that were done, 
would refuse to deliver oil through the pipeline so it wouldn’t do you 
any good. That is the indication. 

Mrs. Ketiy. To what degree is Europe dependent upon the 
United States for its war potential materiel, if there was a brush 
fire war in that sphere? 

Mr. Ditton. Do you mean if there was just a small disturbance? 

Mrs. Ketiy. Yes. If European countries needed more supply, are 
they totally responsible for United States delivery of the matericl? 

In other words, are we doing anything to encourage the industrial 
setup in the European countries for their own defense? 

Mr. Driton. Oh, yes, very much so. I think Mr. Holcombe might 
be able to give your more detail. 

Mr. Hotcomse. We have, over a period of years, tried to encourage 
less dependence in Europe upon the United States as a source of 
supply. We were able to do this during the Korean emergency 
because the material required for the buildup of the NATO forces 
was not available from American production. At that time a large 
volume of offshore procurement not only provided needed material, 
but also helped to build up a production case. 

We have also had two other programs. The mutual weapons 
development program aided and encouraged Europe to develop the 
kind of weapons and materiel that they could produce locally with 
their own facilities and types of manufacture. 

The facilities assistance program helped to construct plants in 
European countries which would help make them independent.’ An 
example is in the ammunition production area. Here there was a lot 
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of machining capacity available to turn out the shells, but not a 
matching capacity to produce powder. A relatively small investment 
in facilities to produce powder gave them a large capacity for manufac- 
ture of complete rounds of ammunition. We have also provided help 
to European countries in developing facilities for the maintenance 
of their equipment, the overhaul of jet engines, and the manufacture of 
vehicle spare parts. 

As a result while Europe is not entirely independent of our actions 
by a long shot, they would be able to maintain a small brush fire 
war for a limited period, without any great amount of support from 
the United States. 

Mrs. Kuuiy. Then if there were a cutback in our military assistance 
to those countries, what effect would that have on the whole program? 

Mr. Hotcomsen. As has been said previously, any cutback in 
military assistance would have relatively little effect upon deliveries 
for about 2 years. After 2 years, it would have a serious effect, 
particularly in the light of the possibility of an attack by the Soviet 
power. Even if such an attack were nonatomic, it would not be a 
brush-fire war but, rather, a major attack by a power with very large 
forces available. 

Mrs. Kexiy. Is Germany producing any war material? 

Mr. Hotcomser. Germany currently has some production and is 
planning to do more. However, Germany, for a long time was and 
still is, to a certain extent, inhibited by treaty limitations. As a 
result, other parts of Europe have developed facilities, and it has 
been determined that in many cases it was better for Germany to 
help support the facilities already existing in other parts of Europe 
by her purchases than to try to duplicate those facilities in her own 
country. 

There is now being considered in Paris by NATO representatives, 
including Mr. Sprague, development of a coordinated production 
plan by which still further production, particularly of the more 
modern weapons—even including, perhaps, guided missiles—can be 
undertaken in Europe both to make them logistically more self- 
sufficient and, also, to permit them to pay more of their own way, 
which they could not do if it required continued payment in dollars. 

Mrs. Ketiy. Then it is possible that Germany will 

Mr. Hotcomse. Germany is a part of this coordinated production 

lan and will participate both by purchases in other countries ard 
“ her own contribution to development and production. 

Mrs. Ketiy. Thank you. 

Mr. Morano. Will the gentle lady yield? 

Acting Chairman Morean. The lady’s time has expired. Dr. Judd. 

Mr. Jupp. Thank you, Mr. Chairman. 

Gentlemen, when you were before us 6 weeks or so ago, you had 
some estimates regarding what the state of obligations was likely to 
be on June 30 at the end of the fiscal year. I wonder if you could 
tell us about how much of the fiscal 1958 funds are now unobligated 
and what you expect to have unobligated on June 30. 

Mr. Ditton. We can give that to you. 

Mr. Jupp. Whether there have been any substantial changes in the 
estimates that you made originally. 
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Mr. Smiru. As far as the ICA figures are concerned, I would like 
Mr. Murphy to answer your question rather briefly. 


STATEMENT OF JOHN MURPHY, CONTROLLER, INTERNATIONAL. 
COOPERATION ADMINISTRATION 


Mr. Murpny. The general answer to your question, Congressman 
Judd, is that we have no substantial changes in our estimates at the 
moment. On the nonmilitary side, with $1,685 million available for 
obligation this year, at the end of March obligations totaled just 
under $800 million. We expect that by the end of the year we will 
have a small amount unobligated in the Palestine refugee account 
which we have heretofore predicted. 

There is some question as to the Asian Economie Development 
Fund. Some of the projects in that account, which are under negotia- 
tion at the moment, are nip and tuck as to whether or not they will 
be signed by June 30, and we obviously are hoping that they will, 
and at this point are not prepared to back away from our prediction. 
As we get closer to June 30, the possibility of failure in some cases, 
of course, worries us more. 

On the Development Loan Fund, where we had predicted that the 
obligations would amount to about $200 million, we are now in the 
process of taking a second look and, probably within the next 10 
days or so, will have a better idea of exactly where we stand. As 
Mr. Dillon has indicated, the loan approvals in that account have 
already passed the $130 million mark. The question of which of those 
will actually be signed into loan agreements by June 30 is the question 
that we are really asking here at this point. 

It is possible that the $200 million will be revised downward some- 
what on June 30, although I wouldn’t think the difference would be 
substantial. 

On the military account, Mr. Holcombe can testify, but we have 
indicated in the books the $25 million will be unobligated on June 30. 

Mr. Hotcomse. For the military program, our latest figures for 
obligation as of February 28—those show $1,138 million obligated. 

Mr. Vorys. Out of what total amount available? 

Mr. Hotcomss. The total availability for 1958 is $1,878 million, 
including $30 million transferred to ICA. The $1,138 million obli- 
gated this year compares with $814 million obligated at the same time 
last year. 

Mr. Morano. What is the unobligated? 

Mr. Hotcomser. This shows we are on schedule. We estimated, 
and our estimation is being borne out, that we will be obligating all 
but some $25 million of the money available to us by June 30. The 
unobligated funds will, however, be obligated early in fiscal year 1959 
before their availability for obligation expires. 

With respect to expenditures, our latest figures are as of March 31. 
We had expended, as of that date, $1,626 million, which compares with 
$1,494 million as of the same date last year. Again we are ahead of 
last year and, again, we expect to meet or, perhaps, even slightly 
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exceed, the estimated expenditures that we presented to Congress 2 or 
3 months ago. 

Mr. Jupp. That means then, I judge, that you now expect the 
carryover or the pipeline to be even less than you estimated a couple 
of months ago? 

Mr. Hotcomer. It was estimated a couple of months ago it would 
be $3.4 billion. It may be down to $3.3 billion or something of that 
nature. 

Mr. Dituon. I would like to say one thing about the Development 
Loan Fund. Last year we recommended, and the Congress aneeelt that 
those funds should be no-year funds so we would not be ‘under any 
time pressure to get funds obligated, and maybe do things badly, so 
we have not been pressing to hit any particular date. Whether we 
have $200 million obligated or not does not really make much differ- 
ence. 

Mr. Jupp. I agree with you on that. However, I know perfectly 
well there wil) be Members in the House who will say that you asked 
for $500 million and you could not even obligate $300 million, even 
though we said during the debate last year that it would be a mistake 
to imagine that that amount could be wisely obligated in the first 
year, but that you had to know in advance how much you were going 
to have*in order to plan prudently. 

Has there been any change in the general pattern of applications, 
an increased or slower rate? 

Mr. Driiton. The big flood came in December and January but, 
since then, there has been a steady amount of—I think about $100 
million a month, or it may be even more than that, probably more 
than that—so they still are coming in very steadily, and I think the 
figure is approaching the $2 billion mark now for total applications. 

Mr. Jupp. Thank you. 

May I ask a question of you, Mr. Dillon? 

When Mr. Warden, in charge of investment guaranties, was before 
us—and you have not been here since then—we talked about the 
one-half percent service charge on investment guaranties. Since 
we are making money on the program, it seems to some of us that 
that rate which had been picked out of the blue in the beginning, 
had been demonstrated by experience to be higher than necessary 
and probably was deterring some requests for investment guaranties 
that might otherwise come in. It was suggested, and we got the 
impression that he concurred, that it would be advisable to recommend 
in our report that the rate be reduced from one-half percent to one- 
fourth percent. 

What is your view on that, speaking for the Department? 

Mr. Ditton. I think there is that authority in the legislation. 

Mr. Jupp. That is right. 

Mr. Ditton. But we wanted to be sure that we were following 
out the desires and intent of the Congress and certainly we have 
built up a good reserve there and our purpose of the fund is to promote 
private investment so anything that promotes it more from the point 
of view of our foreign policy and the point of view of the Department 
we would be for and therefore we would favor a thing like that if the 
operating agency felt that it was financially sound. 

Perhaps Mr. Smith would like to say something about that. 





MUTUAL SECURITY ACT OF 1958 1661 


Mr. Smitu. I do not believe I am in a position to say whether 
you should drop it from a half to a quarter or whether you should go 
somewhere between that. I would like to look at the facts. 

Mr. Jupp. I wish you would because it is my intention to push 
for such a drop unless you demur. 

Now, Mr. Dillon, you have not been here since we took up this 
question of the Special Projects Fund in the United Nations Technical 
Assistance Program for which Mr. Carnahan and I proposed, at the 
United Nations, that the United States stabilize for a few years at 
least its contribution to this proposed Special Projects Fund at 40 
percent, due to the certainty that unless we do that, the other coun- 
tries, even though they have increased rather than decreased their 
contributions this last year, simply won’t be able to furnish enough 
to make it a meaningful program. F 

I know that you can’t recommend it because there is a mandate 
of Congress against it in existing legislation. But if Congress takes 
the initiative, what is your judgment as to the wisdom of our following 
such a policy? 

Mr. Ditton. We originally, a number of years ago, proposed a 
higher percentage figure. 1 think the point of view of the administra- 
tion was that it preferred that our subscription be stabilized at some- 
where around 40 percent and not go down quite as rapidly as the 
Congress decided in the 33 percent figure. Obviously we are taking 
no position on the thing because the Congress has made their decision. 

A 33 percent limitation is consistent with the overall U. N. policy. 
On the other hand, for this particular thing, we would have no objec- 
tion if that could be reversed and the percentage stabilized for a 
number of years at 40 percent because that would certainly give us 
a good send-off in the U. N., showing you are really interested in this 
program. 

Mr. Jupp. At the U. N. the figures that were furnished us, both 
by our Government and by U. N. authorities, indicated that, on a 
basis of capacity to pay, the proper share for the United States to 
bear in such a program would be between 42 percent and 44 percent. 
Is that your understanding? 

Mr. Driiton. I had not gotten into it quite in that detail. I did 
not know about that. 

Mr. Jupp. I wanted to establish, if I could, that this 40 percent 
is less than our proper share on the basis of capacity to pay as the 
statistics assembled for us indicated. 

May I ask one more question? There have been stories recently 
in the Wall Street Journal and other papers about the situation in 
Laos. As you know, Mr. Smith’s people from ICA told us some 
months ago about that [security deletion] situation. 

In view of these recent stories, there is bound to be further discus- 
sion of the alleged scandals, and I would like to be brought up to 
date for our record as to just what that situation is now. 

The Wall Street Journal, for example, says that we have shut off 
our payments to Laos. 

(Security deletion.) 

Mr. Ditton. Mr. Smith has been having a report prepared for 
him in the ICA that would answer all these charges. 

I do not know whether that information is together yet or not. 

They say that we are going to submit a reply later. 
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Mr. Smitu. Hopefully today. I am not sure it will be finished 
today. 

Mr. Jupp. The sooner the better. It helps us get our side of the 
story out rather than being on the defensive when such charges are 
made. 

Acting Chairman Morcan. We requested Mr. Barnes last week 
that a full report on this matter be submitted for the record. 

Mr. Jupp. Is it true that we have shut off all aid to Laos? 

(Security deletion.) 

(The information referred to is as follows:) 


CoMMENT ON SpsEciric Points REPORTED IN THE WALL STREET JOURNAL ARTICLE 
ON THE LAos PROGRAM 


The following are ICA comments on specific projects or other matters, referred 
to in the Wall Street Journal article, dated April 9. This is to supplement the 
general statement issued by ICA on this subject. 


1. Lao Government internal revenues compared with United States aid 


The article refers to ‘‘The Land of a Hundred Million Dollars,’ meaning 
roughly the amount which the United States has made available for programs 
during the past 2 years. It further states: ‘““For comparison’s sake, the Laotian 
Government’s own income, mostly from customs duties, is barely $1 million 
per year.” 

Comment.—United States aid to Laos over the past 2 years, fiscal year 1956 
and fiscal year 1957, was $93.1 million. The Lao Government revenues over 
the same period were approximately $27.0 million. The reporter has probably 
confused government revenues with foreign exchange earnings. 





2. Cash grant dollars 


The article states, ‘‘Most of the United States dollars have been turned over 
directly to the Laotian Government either for various United States-sponsored 
economic projects or to support the 25,000-man Royal Laotian Army.” 

Comment.—Approximately 65 percent of the aid made available to Laos over 
the past 2 years has been in the form of cash grants. These dollars were turned 
over in exchange for the equivalent amount in Lao currency, with the under- 
standing that the dollars so turned over would be utilized only for purposes 
mutually agreed upon. The local currency thus derived was used for the support 
of economic projects and the Lao military forces, not the dollars. A substantial 
proportion of the dollars (about $33 million) is still held on deposit in the Laos 
National Bank’s foreign exchange reserves and constitutes backing for local 
currency in circulation; the remainder has been used mainly to finance commodity 
imports licensed by the Lao Government. 


3. “Sleek Cadillacs, Buicks, and Fords’’ 


The article states that ‘“‘Sleek Cadillacs, Buicks, and Fords have been imported 
by the dozen” and “items on last year’s import list make delightfully wacky 
reading—44 tons of feather dusters, 73 tons of sporting goods, fishing tackle, 
and thermos jugs, 180 tons of automobile covers, $13,340 worth of festival decora- 
tions, $11,500 worth of musical instruments, and thousands of dollars worth of 
costume jewelry.” 

Comment.—Our mission in Vientiane advises that there are only three Cadillacs 
in Laos, all models predating the aid program and that only 30 Buicks—all 
lowest price models—have been imported with funds deriving from the aid pro- 
gram. In evaluating reports such as these it is important to remember that 
commodities may be imported into Laos through financing arrangements other 
than United States aid, and that some of the commodities found on the market 
undoubtedly have been financed from some of these other sources. 

It is known that licenses for a reasonable quantity of fishhooks and thermos 
jugs were issued. It is thought probable that festival decorations used in the 
celebration of the 2,500th anniversary of Buddha were imported though not paid 
for with United States aid funds. There is no record of any automobile covers 
being included. It is known that feather dusters, sporting goods, fishing tackle, 
thermos jugs, decorations, and musical instruments were included in the country’s 
import plan, but insofar as the use of United States funds is concerned ,the mission 
advises that quantities of these items imported were not significant. 
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4. Items seen in shops 


“Retail shops are stocked with * * * American toothpaste, badminton rac- 
quets, roller skates, Japanese dolls, and French perfume.” * * * “A lot of 
United States money went to buy products from Red China—cherries in sirup 
from Shantung and Five Goats beer from Canton.” 

Comment.—American toothpaste and French toilet water are popular items, 
the latter being the natural result of the French presence in this area. Limited 
quantities of the other items listed are also available. 

The products from Red China mentioned are available in the local market 
but there is no evidence that such imports were financed through any United 
States source. As noted above, there are seven financing arrangements other 
than those under the United States aid program. Moreover, goods such as the 
cherries and Five Goats beer could come in from Communist China through the 
Pathet Lao provinces, until recently under Communist control. 


5. Volume of licensed imports arriving in Laos 


Mr. Ralph A. Epstein, management consultant for Howell & Co., of Wash- 
ington, is quoted as saying ‘“‘The country is now straining to absorb $12 million 
worth of goods, yet $35 million is supposed to be coming in. If all this stuff 
actually arrived, it would be lying all over the streets.” 

Comment.—Mr. Epstein has himself replied in writing as follows: “This state- 
ment is taken out of the following context: The Journal man asked me for an 
estimate of the volume of imports to be expected after monetary reform. I 
advanced a maximum figure of $12 million, a figure which had been previously 
discussed and agreed to by USOM (Mr. Monroe Burk, then ADEP). Oganesoff 
then asked how I explained the present $35 million rate of imports. I told him 
it was the consensus of the Vientiane commercial community that no more than 
$12 million were now being absorbed into the Lao economy and any attempt to 
force absorption of the equivalent of $35 million would result in complete glutting 
of local market. In support of the above it was pointed out that selling prices in 
the local market are based on the free market rate of the dollar, not on the 35-to-1 
rate. Therefore, the aim of absorbing local currency released by the cash grants 
was actually being accomplished by the sale in local markets of approximately 
one-third of the total amount licensed. If 100 percent of imports licensed were 
put on sale in local markets at present prices, there would be not nearly enough 
purchasing power to absorb these goods.”’ 


6. Amount of aid for economic development projects 
The article states that, since 1955, $15.8 million was provided “for specific 
economic development projects. Another $31 million has been given in the form 
of saleable commodities to generate needed local currency for these projects.” 
Comment.—Dollar funds for the period fiscal year 1955 through fiscal year 1957 
for economic projects totaled $14.4 million, including $2.5 million for techincal 
cooperation projects. Local currency expenditures in support of these projects 


during this same period, however, totaled $16.8 million, rather than the $31 
million reported. 


7. Qualifications of Laos Government officials 

Mr. Epstein is quoted as saying: ‘‘You can’t make ministers of trade out of 
elementary school graduates.”’ 

Comment.— Mr. Epstein’s own comment on this statement is: ‘“The statement 
* * * was loosely taken out of the following context: Oganesoff quizzed me on 
the Howell group training program. 1 exposed to him the problem posed by the 
need to train for specialized technical jobs elements which are now ‘elementary 
school graduates.’ At no time did I mention a ‘minister of trade’ (there has not 
been and is not now such an official in the Government of Laos) in connection 
with ‘elementary school graduates.’ I am most annoyed by the connotation of 
this second statement as quoted out of context. It appears to imply a criticism 
on my part of the present Minister of Economy (foreign trade is a department 
in the Ministry of Economy). In actual fact I have the greatest admiration for 
the courage, integrity, and devotion to duty of H. E. Oun Heuane Norasing. Of 
this Oganesoff must be aware since H. E. granted him an hour-long interview at 
which I was the minister’s adviser and interpreter.” 


8. Qualifications of the ICA representative on Laos National Export-Import Council 
“The current ICA man, L. G. Daniel, suffers from a major handicap, however, 
in pursuing his job as [sic] watchdog. All the council’s deliberations, and the 


import applications as well, are in French—a tongue Mr. Daniel neither speaks 
nor reads.”’ 
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Comment.—Landon Daniel has been USOM representative on the National 
Import-Export Committee (CNIE) since September 1957. Daniel has a limited 
speaking knowledge of French but does read adequately. He has always had an 
adequate interpreter present at CNIE meetings, and there is no evidence that 
the use of an interpreter has handicapped him in fulfilling his responsibilities. 


9. Control of aid funds for projects 


“The United States now wants to institute a monthly release of project funds 
with strict accounting by the Laos Government on its uses. At present, funds 
for an entire project are released in a lump sum and the ICA loses control of the 
money completely from that point.” 

Comment.—Local currency for financing approved projects is provided the 
Ministry of Finance through a letter of authorization for a lump-sum release of 
kip from a special account in the National Bank of Laos to the Commissioner 
General for Plan. This letter specifies clearly by project and amount the pur- 
poses for which the release is made. Simultaneously, a letter is sent to the Com- 
missioner General for Pian, specifying amounts of kip authorized for expenditure 
under each project. Initial requests for kip are examined and approved by 
United States technicians acting as project managers, who later follow through 
and report on actual utilization of the funds. Dollars required for the purchase 
abroad of equipment and services needed under a project at no time come under 
the control of tap officials; rather, they are paid over directly to suppliers, under 
normal ICA procedures. 


10. Building boom 


“There is a lush building boom going on. Leading traders and Government 
officials (often the same people) are huddling with architects and contractors for 
lavish new residences or flashy additions to formerly modest homes. Both the 
Laovieng Bank and the Bank of Indochina are preparing to move into sleek new 
glass brick and concrete structures. The Finance Ministry is constructing 
an ultramodern building right next door to the newly completed Ministry of 
Plans.” 

Comment.—A number of new homes are being built in Vientiane by leading 
Government officials and traders. None of these houses is considered especially 
pretentious although most are substantial 2-story houses of concrete con- 
struction, generally of approximately 1,500 to 2,000 square feet with few modern 
conveniences in the Western sense. Vientiane has a rapidly growing population 
and good housing is at a premium. Certain of the new housing units are obvi- 
ously being built as an investment with the intention of rental. Both banks 
mentioned above have constructed and are preparing to occupy new buildings 
to accommodate increased staff necessitated by marked increase of activity in 
the banking business. Both buildings are of relatively good but unpretentious 
modern bank building design and construction. 


11. Distribution of the benefits of the aid program among the Lao population 


“Tt is generally agreed that some two or three hundred leading families in Laos 
(population: 3 million) are getting most of the benefits from the massive import 
program,” and “ICA officials * * * will admit that, except for a few projects, 
the whole program to date hasn’t gone far in raising the standard of living of the 
general population.” 

Comment.—It may be true that the greater part of the profits from handling 
the commodity import program—including dishonest profits—has gone to some 
200 to 300 leading families in Laos. However, the population as a whole, not 
just 300 families, is benefiting from the large quantity of imported goods financed 
with funds deriving from the United States aid program. This fact may not be 
fully appreciated by the thousands of purchasers of these commodities, but it 
would become so if aid were stopped for any length of time. The benefits of the 
aid program are also being spread widely among the population in the form of 
assistance to education, health, and agricultural projects and in improvements 
in roads and other transportation facilities. Moreover, the 10 civic action teams 
now operating in all provinces are bringing the benefits of new, practical ways 
of improving life in the village by assisting villagers in building better dwellings, 
digging safe water wells and sanitation facilities, training them in first-aid methods 
and teaching them to read. The whole population benefits, also, from the in- 
creased security provided through the military forces, financed with the iocal 
currency derived from the massive import program. Here, and indeed through- 
out the article, there is almost no recognition of the fact that the first objective 
of the United States aid program has been attained: Laos is still on this side of 
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the Iron Curtain and would not be there today but for the aid program. We 
are continuing to take every step we think feasible to improve the handling of 
the aid program but, in our dissatisfaction with things as they have been and are 
in Laos, we should not lose sight of our accomplishments. 


12. The Mekong ferry system 


“One of the few visible results of the ICA’s efforts is a $600,000 ferry system 
crossing the mighty Mekong River, separating Laos and Thailand. It was com- 
pleted last September and the United States bore all the costs including a 15- 
month training course and natty, khaki uniforms for the 37-man staff. Un- 
fortunately, at the moment, operating costs are $4,000 a month and revenues are 
only $700 to $800. United States aid funds make up the difference. The reason 
for the deficit is not hard to find. Only a few yards from the newly empty ferry, 
Chinese junks are loaded to the gunwales with crates, oil drums, and passengers. 
The junks are owned by a Chinese businessman who was foresighted enough to 
obtain an exclusive transport contract with the Thai rail monopoly, Express 
Transport Organization, which carries nearly all the freight to and from the Laos 
border and the big market city of Bangkok.” 

Comment.—It is true that for a time the relatively high rates charged by the 
new ferry system for transporting freight resulted in a good deal of the business 
being captured by Chinese operators of junks. The Chinese businessman operat 
ing these junks, however, definitely did not have an exclusive contract with the 
Express Transport Organization. The situation now has changed and the 
ferries are carrying an average of about 4,000 tons of goods per month. 


13. The Napandgy Dam 


“Another big project is the Napandgy Dam, where 700 to 800 acres of new farm- 
lands are being created.’”’ The dam, he goes on to state, is a 2-hour jeep trip 
from an opium-producing area. 

Comment.—The Napandgy Dam was constructed at a cost of 400,000 Kip 
(about $11,430) to provide water for glutinous rice and vegetable production in 
areas not self-sufficient in these food items, which previously required food imports 
by boat and air at prohibitive costs. Opium poppies require no irrigation and are 
generally grown on hillsides, not in paddies watered by irrigation projects such as 
this one. 


14. Effects of farm betterment programs 


“The Laos people, by nature and their belief in ascetic Buddhism, are not prone 
to help themselves very much or to strive for material betterment. Given fertilizer 
that will double his yield, the Laos farmer may simply halve his planted acreage.” 

Comment.—In the opinion of our specialists in Laos there is no factual basis 
for this statement, and no indication of any intention to take land out of culti- 
vation in the foreseeable future. The present regularly cultivated land is 
insufficient to provide Lao food requirements. Increased crop yields will help 


feed the population of Laos and decrease the need for continued importation of 
foodstuffs. 


15. Tilapia fish projects 


“ICA representatives still blush over the $27,000 tilapia project. Local ponds 
were stocked with these imported fish. Then it developed that while the local 
populace did not like their taste, the other fish in the ponds did and quickly 
gobbled up the entire supply.”’ 

Comment.—Funds totaling $13,450 were spent on the tilapia project, for the 
procurement of 5 jeeps and 3 gasoline-drive pumps for the Lao fisheries depart- 
ment, to help in promoting the project. The tilapia fingerlings distributed were 
the gift of the Thai Government. At the completion of the experimental work 
in 1956, the jeeps and pumps provided for this project were diverted by the Lao 
Forestry Service for use on other approved projects. While there may have 
been initial failures in some localities, the propagation of the tilapia fish has 
been very successful in Thailand and, in Laos, it is being sufficiently successful 
that the Lao Government is continuing the tilapia project in five areas through 
its own resources. 

16. Livestock projects 


With regard to Berkshire hogs being imported for crossing with local hogs the 
article states, “One American agricultural expert has written in a report, ‘Local 
hogs are scavengers and it is questionable whether an improved breed can with- 
stand the rigors of a country where even the subsistence level of the people is not 
very high.’ For poultry improvement Rhode Island Reds and White Leghorns 
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have been imported, although the local populace holds a superstitious prejudice 
against white chickens.” 

Comment.—Former United States Agricultural Officer Perregeaux stated in a 
report, ‘‘“Hogs of Chinese type are scavengers,’”’ but his report does not contain 
the remainder of the sentence quoted above. United States agricultural techni- 
cians now in Laos assert that there is no technical reason to doubt that the Berk- 
shire crossbreed will provide a desired improvement in the Jocal breed. Excellent 
results from such crosses have been obtained in Vietnam, Formosa, and other 
places. In general, Berkshires have proven more successful in crossing with local 
breeds than any other Western breed of pig. 

Rhode Island Reds and White Leghorn breeding stock was introduced on a small 
scale prior to 1956, on the basis of success with these breeds in neighboring Thai- 
land and other places. In Laos, local prejudice against white chickens for 
superstitious reasons is largely limited to certain minor tribes. In certain other 
parts of Asia where a similar prejudice existed against white chickens, {the Leg- 
horn was gradually accepted because of its obvious higher egg-laying capacity. 


17. Cost of maintaining highway equipment 


“There is a $3.7 million plan to rehabilitate roads. Most of this has been spent 
for heavy earthmoving equipment, tractors, bulldozers, and shovels. Mainte- 
nance cost of this machinery is about 7 million Kip monthly or more than double 
the Laotian Government’s normal total revenue—which gives some idea of the 
problems ahead if the United States aid funds are permanently terminated.” 

Comment.—This statement is factually in error. The present estimated cost of 
maintaining all types of highway and construction equipment owned by the 
Ministry of Public Works is estimated at 1,300,000 Kip, the equivalent of about 
$38,000 per month. Generally, the annual maintenance cost of this type of 
equipment ranges between 10 and 19 percent of the value of the equipment. 
The present cost in Laos, of $38,000 per month, is about 15 percent of value and 
is not considered excessive. The Lao Government’s revenues are estimated at 
the equivalent of over $1 million per month, as already pointed out. Thus, far 
from being double the Government’s revenue, maintenance costs are only a 
fraction of revenues. It is noteworthy that the article does not deny the value for 
a country like Laos of the road improvement and construction being accomplished 
through the use of this equipment. 


18. Relocation of Vientiane Airport 


The article states aid funds ‘‘have been set aside for moving the Vientiane Air- 
port from one side of town to the other. The present site, it is claimed, is subject 
to flooding (though ICA officials admit there is no concrete evidence of this) and 
not suitable for expansion because of adjoining ricefields.”’ 

Comment.—The question of whether to construct a new airfield or to undertake 
the improvement of the present airfield is still under study. It now seems 
probable that flooding of the present airfield could be prevented through drainage 
ditches properly maintained. An expansion of the present airport is being con- 
sidered, but such expansion would conflict with the need for land for the expansion 
of Vientiane city close by. 


19. Utilization of aid-supplied diesel-electric generators 


The article states: ‘‘The generators have been here, unused, since last June 
but there’s no high tension wire around for transmission line. The units are for 
temporary use until it is decided whether to put in permanent hydroelectric 
or steam powerplants in the area. Continuous operation of the generators, all 
year ’round, will cost the Lao Government $200,000, or a fifth of its normal 
income—another indication of long-lasting nature of Laos dependence on United 
States aid.’ 

Comment.—The three American generators, it is true, have been in Laos since 
last summer. They have been installed and housed. They are, however, not 
yet delivering electricity because transformers and line equipment have not 
yet been obtained, although they have been ordered and shipped. Necessary 
high-tension wire is available in Vientiane, so that when the transformers and 
line equipment arrive the generators will be put into use. It should be pointed 
out that procurement of the generators was accomplished in a matter of months, 
or very much more rapidly than had been expected. The failure to have trans- 
formers on hand at the time the generators arrived is therefore not entirely a 
result of faulty planning. 


Mr. Jupp. Thank you. 
Acting Chairman Moraan. Mr. Burleson. 
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Mr. Burueson. Thank you, Mr. Chairman. 

Mr. Dillon, again referring to the Development Loan Fund, there 
are several amendments proposed to the present law and its manage- 
pes They appear to me to be good. I do not know how substantial 
they are. 

As one who is recognized to be expert in financial matters, are you 
satisfied with the personnel you are able to secure to pass upon these 
loans? At the same time, I am recognizing they are not the type 
of loan which an individual may walk into their local bank and discuss 
with a vice president. 

Are you satisfied with the type of personnel who are passing on 
these loans? 

Mr. Ditton. Quite frankly, we have had a problem there because 
of the sort of temporary way in which the loan fund was established. 
That is one of the basic reasons why we are asking for it to be incor- 
porated and why we are also asking for a specific number of supergrades 
in this bill so we can attract competent people to fill those positions. 

In an organization like the Export-Import Bank, they have a 
full-time working board of five members who get substantial com- 

ensation and are available to pass on and do the work on these 
oans, in addition to their staff. 

In our legislation we only have two positions of that type so we 
want some additional ones—we have asked for additional ones in 
this legislation. We think it is very important that they be—that 
that be approved so that we can get the proper kind of people on 
& permanent basis. 

I am satisfied regarding the particular loans that we have passed on 
so far because we have had services—on a loan basis—of very compe- 
tent people from the Export-Import Bank staff. Some of their very 
best people—and also from the ICA. 

We cannot however, continue to operate on that basis, just with 
people temporarily loaned to us, which is the case now. So I do think 
this legislation, these changes that we have here, will provide a frame- 
work within which it will be possible to get people of necessary com- 
petence. 

Mr. Burueson. Under the present operation, do you call upon the 
Export-Import Bank and its officials for advice? Does Mr. Waugh 
pass upon these loans? 

Mr. Ditton. That has been the case and will continue to be the 
case because Mr. Waugh sits on the Loan Committee and, as a mem- 
ber of the Loan Committee, passes on each loan. Therefore he has 
one of his top assistants in his own staff who looks over all the projects 
and advises him regarding his own position. This arrangement will 
continue under the proposed incorporation. 

What I was referring to particularly was the actual staff of the Loan 
Fund, and in that case we have borrowed full-time from the Export- 
Import Bank a couple of their top people that Mr. Waugh made avail- 
able, and they are working in the Development Loan Fund shop. 
That is one of the things we cannot continue. 

We need our own staff on a permanent basis, but even after we have 
that, we will still have the alive of Mr. Waugh’s experience or 
whoever happens to be at the head of the Export-Import Bank at the 
time, in passing on these loans. 
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Mr. Burteson. Do you expect a comparable operation—not in 
its mechanics, but in its administration—of the Guaranty Fund? 

Mr. Ditton. The regular ICA guaranty program is a function of 
the ICA. 

Mr. Sir. | think we have a very competent group working on 
that now, sir. 

Mr. Buruzson. Are the people experienced in banking and proper 
management? Are you able to get qualified personnel in that field? 

Mr. Smiru. We are now talking about the investment guaranty 

rogram—we have not expanded it substantially with people who have 
had experience in the business—as you know, this is a rather new 
business; we do not have sufficient actuarial data upon which to base 
premium calculations as you have in an ordinary guaranty business. 

Mr. Burieson. Are you saying, Mr. Smith, that there probably 
has been, and necessarily so, a certain amount of trial and error? 

Mr. Smiru. Actually, we have not had any losses in the business, 
but a political change somewhere that brought in 
Mr. Burueson. We have not had time to lose very much of it. 

Mr. Smirx. Well, this has been operating for 9 or 10 years now, but 
if some country should suddenly decide to expropriate the entire pri- 
vate enterprise within its borders, then we would have a serious prob- 
lem and there is no way of forecasting this. 

Mr. Burueson. Thank you, Mr. Chairman. 

Acting Chairman Morean. Mrs. Bolton. 

Mrs. Bo.tron. I was informed by the staff that we do not have any 
mention of the matter of the Palestine refugees and the needs of that 
area, and it would seem advisable that there be in our minutes some 
statement. 

I was particularly interested in Mr. Murphy’s statement that there 
was something unobligated coming in. How much is that, Mr. 
Murphy? 

Mr. Murpuy. It was estimated originally at $3.9 million, but the 
indications are now that it will be closer to $2.4 million on June 30. 

Mrs. Boiron. That is still coming from us? 

Mr. Murpny. It is money which the Congress has appropriated, 
but will not be obligated by June 30. 

Mrs. Boiron. For what? 

Mr. Murpny. For the Palestine refugees. 

You understand, there is a percentage formula in there, applicable 
to our mutual security program contribution. 

Mrs. Boiron. Yes, I do. 

Mr. Murpnuy. And the United States contribution from mutual 
security funds is limited by the contributions of other nations and that 
is, of course, the reason why we would have 

Mrs. Boiron. Am I to understand from that that there is no need 
for this $25 million we are supposed to be asking for in this bill? 

Mr. Murpny. The $25 million is for a future year, Mrs. Bolton, 
and it is based on the expectation that the contributions of other 
countries will be sufficient to enable the United States under this per- 
centage formula to contribute $25 million from mutual security pro- 
gram funds. 

Mrs. Bouron. And it should be part of our bill at this time. 

Mr. Murpny. Definitely. 

Mrs. Botton. Definitely. 
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Mr. Mourpuy. It is very important. 

Mrs. Bouton. It is just this importance that I wanted to bring out 
because it is most necessary that the money be there and we have 
reached the end of what is available or very close to it. 

Mr. Murpay. That is correct. 


Mr. Drtuon. I would like to say for the Department of State that 
we feel it is most important that we have the funds to continue our 
support for this effort. 


Last year there was a sort of a slackening there because a number 
of other countries cut back on their contributions. 

The General Assembly last fall adopted a strong resolution ex- 
pressing the hope that there would be larger contributions and since 
then a number of countries have indicated that they will put up 
additional funds. So we feel that it is very important that we have 
this $25 million in mutual security funds available on a 70 percent 
matching basis because if there were no funds for the Palestine refu- 


gees, we just do not know what would happen in the Middle East, in 
that tinderbox there. 


We did submit for the committee a written memorandum on Mon- 


day on this subject and if you so desire, that could be included in the 
record. 


Acting Chairman Morean. Without objection, it is so ordered. 
(The memorandum referred to follows:) 


PALESTINE REFUGEES 
Background 


The Palestine refugee problem arose out of the hostilities between Israel and 
the surrounding Arab States following the proposal for the partition of the 
Palestine Mandate area by the General Assembly resolution of November 29, 
1947, and the establishment of the State of Israel on May 15, 1948. Some of the 
Arabs living at the time in Israeli-held territory were forced to flee from their 
homes and some left of their own volition. In September 1948 the United 
Nations mediator, Count Folke Bernadotte, reported to the United Nations 
Security Council that a serious refugee problem existed, that the estimated 
number of refugees was over half a million, and that, because of their uncertain 
status, the United Nations should affirm the right of Arab refugees to return to 
their homes at the earliest possible date, or, alternatively, to be compensated for 
their property in Israel. 

Pursuant to this recommendation, the General Assembly on December, 11, 
1948, resolved ‘“‘that the refugees wishing to return to their homes and live at 
peace with their neighbors should be permitted to do so at the earliest practicable 
date, and that compensation should be paid for the property of those choosing 
not to return, and for loss of or damage to property which, under the principles of 
international law or in equity, should be made good by the governments or 
authorities responsible.” 

Prior to the adoption of this resolution, the General Assembly requested the 
Secretary General, in view of the urgent need of the Palestine refugees for assist- 
ance, to set up a special fund into which contributions should be made by members 
and nonmembers of the United Nations. 

The United Nations Relief for Palestine Refugees (UNRPR) was established 
on December 1, 1948, and the then Ambassador of the United States to Egypt, 
Stanton Griffis, was named Director. The functions of UNRPR were limited to 
short-term relief to end in August 1949. When no solution of the refugee relief 
problem was apparent by that time, UNRPR’s operations were extended through 
the session of the General Assembly which met in the fall of 1949. 

On December 8, 1949, the General Assembly established the United Nations 
Relief and Works Agency for Palestine Refugees in the Near East (UNRWA) to 
carry out relief and works projects in collaboration with the local governments. 
UNRWA formally succeeded UNRPR on May 1, 1950, and is today the agency 
charged with the care of the Palestine refugees. It had at one point been hoped 
that the need for relief would end by the close of 1950. However, when the 


, 
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regular session of the General Assembly met in 1950 it was clear that the relief 
problem was a continuing one and that the works projects, which consisted largely 
of such activities as road building, small construction projects, and afforestation, 
could not meet the long-range needs of the refugees. Therefore, by General 
Assembly action in 1950, a program was started with emphasis on large-scale 
planning for rehabilitation and resettlement. The operational life of UNRWA 
was extended to the end of June 1952. In January 1952, the agency’s life was 
extended to June 30, 1954. This mandate was subsequently extended to June 1960. 

Since the establishment of the rehabilitation fund in 1950, the United States 
has actively cooperated with UNRWA in seeking agreement among the countries 
of the area upon large-scale economic projects designed to achieve the transfer of 
refugees from relief to useful employment, and to enlist the support of the host 
governments in this effort. The negotiations of Ambassador Eric Johnston from 
1953 through 1955 on the proposed Jordan Valley development marked the most 
notable effort toward achieving these objectives. Because it has thus far been 
impossible for the countries concerned to reach any political agreement, the 
rehabilitation functions of UNRWA have been limited to offering elementary 
and secondary education and vocational training as a means of making the 
refugees eventually self-supporting. Limited grant aid has also been extended 
to refugees who wished to go into business for themselves. Unfortunately, lack 
of funds has caused the grant aid program to be discontinued this year and may 
require reduction in the vocational training program. 


Current situation 


Inadequate financial contributions by the various governments in 1957 caused 
a serious deterioration in the ability of UNRWA to meet the needs of the refugees. 
While the basic level of relief to the refugees was maintained, rehabilitation pro- 
grams had to be drastically curtailed. Since neither Israel nor the Arab host 
governments have shown any official interest in an approach to the settlement 
of the refugee problem, the probability is that during the remainder of the agency’s 
mandate, which expires June 30, 1960, there will be increasing financial and politi- 
cal demands on the United States. These problems will be particularly critical 
in Jordan, which is the host government to over half of all the refugees. 

In section 407 of the Mutual Security Act of 1957, the Congress expressed the 
desire that: ‘‘In determining whether or not to continue furnishing assistance for 
Palestine refugees in the Near East, the President shall take into account whether 
Israel and the Arab host governments are taking steps toward the resettlement 
and repatriation of such refugees.” 

Executive Order No. 10575 delegated to the Secretary of State the authority 
to formulate United States policy with respect to the assistance program of 
UNRWA. Pursuant to this authorization, the Secretary of State determined 
on October 2, 1957, that it was in the best interests of the United States to con- 
tinue financial assistance to UNRWA during fiscal year 1958, despite the fact 
that Israel and the Arab host governments had not as yet taken any decisive 
steps toward the resettlement and repatriation of the refugees. In a letter of 
January 16, 1958, to the chairman of the Foreign Affairs Committee, the Secretary 
of State reported this action and said, in part: 

“During the past year, Israel and the Arab host governments (Jordan, Egypt, 
Lebanon, and Syria) have continued to show no inclination to agree on a perma- 
nent solution of the Palestine refugee problem. Israel does not accept repatria- 
tion of Arab refugees to Israel, holding, instead, that the solution of the refugee 

roblem rests in the resettlement of the refugees in Arab countries, particularly 
raq. However, it has in the past indicated a willingness to discuss compensa- 
tion. The Arab host governments have continued their opposition to any large- 
scale resettlement or rehabilitation schemes since, they allege, to do so might 
prejudice the refugees’ rights to repatriation. 

“In the face of this dilemma, UNRWA must continue relief for the Arab 
refugees and maintain such limited rehabilitation programs as educational and 
vocational training facilities. The collapse of UNRWA operations could create 
grave internal problems in Jordan and Lebanon, and would certainly be the cause 
of serious difficulties in the Gaza area which could lead to fresh sources of conflict 
or even outright hostilities between the Arab States and Israel. Failure by the 
United States to contribute to UNRWA would cause the immediate collapse of 
UNRWA’s operations, thereby giving rise to the problems referred to, as well as 
causing grave difficulties between the United States and the affected Arab 
governments.” 

With a view to encouraging action along the lines desired by the Congress, the 
United States representatives at the 12th United Nations General Assembly 
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declared that this Government had earmarked $300,000 for planning and imple- 
mentation of plans, for the transfer of the administration of the refugee relief to 
the host governments in such manner as the Director of UNRWA and the Arab 
host governments may be able to arrange during fiscal vear 1958. 


The relief program 


The number of refugees registered with UNRWA as of June 30, 1957, was 
933,556, as compared with 922,279 the previous year. This increase was due 
to the excess of births over both deaths and the number of rehabilitated refugees 
removed from the rolls. As in previous years, the basic daily ration was 1,600 
calories in the winter and 1,500 calories in the summer. In addition, special 
rations were issued, as follows: An additional ration to nonhospitalized tuber- 
culosis patients; 190 calories per day in milk rations to babies under 1 year; 
144 calories in milk rations to children 1 to 15 years old; to pregnant women, 
to nursing mothers, and to sick persons on medical recommendation; 500 calories 
per day of dry rations to pregnant women from the determination of pregnancy 
to the end of the 12th month after delivery; and 700 calories in a hot midday 
meal, 6 days weekly, to sick refugees (mainly children), on medical recommenda- 
tion. The average annual cost of feeding a refugee is $27, or 7 cents per day. 

Of the total number of registered refugees, 102,586 are in Lebanon, 92,524 in 
Syria, 517,388 in Jordan, and 221,058 in Gaza. About 40 percent of them are 
provided shelter in addition to food, medical attention, and social services. 
Twenty-five UNRWA camps are in Jordan, where the refugees represent over 
one-third of the population of the country. 

A small inerease is expected, largely due to higher prices of foodstuffs, in the 
cost of those relief services of UNRWA which cannot be curtailed without serious 
consequences to the health of the refugees. For fiseal year 1958, UNRWA is 
continuing to purchase approximately 50 percent of its flour requirements from 
the United States, in recognition of the support given the program by the United 
States Government. 


Rehabilitation program 


The relief program, while essential, is, of course, not a solution to the refugee 
problem. An urgent need for rehabilitation programs continues. Under present 
circumstances, the value of the existing educational program and of small-scale 
economic development capable of making refugees self-sustaining remains obvious. 
In an effort to meet this need, UN RWA has in the past helped finance the prepara- 
tion of detailed engineering studies for the construction of resettlement projects 
in the Jordan Valley in the northwest part of the Sinai Peninsula. It has also 
financed smaller studies of other settlement possibilities in Syria and Jordan by 
such means as drilling for water on the west side of the Jordan Valley. Because 
members of the United Nations, other than the United States and the United 
Kingdom, did not contribute to the rehabilitation programs, these programs have 
had to be drastically curtailed. Thus, the individual grants program in Jordan 
and small-scale livestock projects and urban housing, also in Jordan, have been 
discontinued. If further assistance from other governments to the rehabilitation 
program is not forthcoming by the end of fiscal year 1958, it appears certain that 
all rehabilitation programs, including certain aspects of the educational program, 
will have to be sharply reduced. In Jordan, especially, these developments would 
be most critical in terms of the political stability of the country. 

Finances 

In view of the inadequate pledges of the special pledging session for UNRWA 
at the General Assembly session just concluded, the resolution adopted on the 
continuation of UNRWA’s operations called urgently for assistance by the 
Secretary General. Consequently, he has undertaken to solicit additional funds 
from various governments. Should this effort prove successful, it may be possible 
to maintain the present educational program and reinstitute certain rehabilita- 
tion programs. In that event, a request for an increase in the United States 
contribution for the rehabilitation program can be expected, since we attach the 
utmost importance to the continued effective operation of both the relief and the 
rehabilitation programs. The United States has already pledged $18 million for 
the relief program and $5 million for the rehabilitation program, but not more 
than 70 percent of total contributions from all sources for the Palestine refugees. 
The proposed fiscal year 1959 United States contribution to the 2 programs is 
$25 million, on the same basis. In addition, there may be contributions for the 
Palestine refugees under titles II and III of Public Law 480. If UNRWA re- 
ceives a sufficient sum in contributions from other governments to enable us to 
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fulfill this pledge, the total sum would permit UNRWA to continue its basic 
minimum relief program of providing food, shelter, and health services for the 
refugees, taking into consideration the increasing number of refugees and the 
rising cost of services and supplies, as well as allow the Ageney to resume a part 
of those rehabilitation activities which it had to curtail because of lack of funds. 
Conclusion 

The United States and most other members of the United Nations have sought 
the earliest possible settlement of the Palestine refugee question on humanitarian 
grounds; Israel and the Arab host governments have made it a political problem. 
The Arab States contend that the sole solution of the refugee problem lies in 
carrying out the repatriation-compensation provisions of the General Assembly 
resolution of December 11, 1948. Israel rejects the repatriation of refugees. 
Therefore, the Palestine refugee problem will not be solved until Israel and the 
Arab States are prepared to make the concessions necessary to insure the future 
welfare of the refugees. There is no present prospect of this. 

As a friend of Israel and the Arab States, as a permanent member of the Security 
Council, as a member of the United Nati ions Palestine C onciliation Commission, 
and as the largest single contributor to UNRWA, the United States has persisted 
since the origin of this problem in its determination that the issue of the refugees 
shall be equitably resolved. However, in the absence of the concessions required 
from both sides, and in view of the continuing bitterness of the Arab-Israel 
dispute, no appreciable progress has been possible. The refugees constitute a kev 
element in the internal security situation of the host governments, some of which 
seek to maintain close relations with the United States. These considerations, 
lus the obvious humanitarian aspects of the question, make it essential that the 
United States be in a position to continue to contribute its share toward the 
effective operation of UNRWA for the remainder of its mandate. A disruption 
of international assistance to the Palestine refugees would not help in the search 
for a permanent settlement of the problem and might create serious political 
problems in the area. 


Mrs. Boutron. I wonder if I might make a short statement about 
the situation among the refugees as I saw it in November, which has 
not been adequately reported to the committee. 

There has Tian an increase this year in numbers of 10,000 over 
deaths; the births have been more than the deaths. One difficulty 
that is found in keeping the records in UNRWA, is the listing of deaths 
the reason being that if they are not reported in the different camps, 
then that amount of food still keeps coming and they are able to live a 
little better. It is not really a dishonesty; it is a sort of a crucial need 
that they feel they have. The UN RWA people are working on it 
constantly but they have to be exceedingly tactful and careful about it. 

Another phase of the situation which we should have in the record 
is the division of the ~~ — Lebanon has 102,586; Syria has 92,524; 
Jordan has 517,388 in 25 UNRWA camps. That is the largest number. 
There are 221,058 in the Gaza strip. That is a very small strip and 
is full to overflowing. 

While I was in Jordan word came back from the United Nations in 
New York that the amount of money asked for had been cut some 
$12 million. The news spread like wildfire. It was met by an almost 
tragic resignation. Many said to us, “If you have to cut, we beg you 
not to cut education. We would rather eat less and be certain we can 
learn more.” 

One of the problems in Gaza and in Jordan is the terrible poverty of 
the native people which places a heavy responsibility upon their 
government to give them work rather than giving it to the refugees 
who already have larger rations than the citizens themselves. 

Thank you, Mr. Chairman, for making this statement possible. 

Acting Chairman Morean. Mr. ¢ ‘arnahan. 








MUTUAL SECURITY ACT OF 1958 1673 


Mr. CarnaHAN. | have no questions at this time, Mr. Chairman. 
Thank you. 


Acting Chairman Morean. Mr. Vorys 

Mr. Vorys. First we want the amount of loans and the amount 
of applications brought up to date and the unexpended balances as 
of April 1, or March 31. We want that at hand, and we do not want 
to fumble for it. We want it on a sheet of paper before us for use in 
the next few days. We should have it here this morning. 

What are the unexpended balances as of now? We have what it is 
estimated to be later—we want to know what the loans are and the 
status of applications and so forth. 

Can you see any objection—if the committee should, in its wisdom, 


wish to do so—I hope I can have the attention of my colleague, 
Mr. Selden—— 


(The information requested is as follows:) 


Mutual security—Status of funds for the periods ending Mar. 31, 1958, and June 30, 











1958 
[Millions of dollars] 
Obligations Unobligated Expenditures Unexpended 
i; Vcork | weal ; i bis Me. Lee Laas | l 
| Esti- Esti- | Actual Esti- Actual Esti- 


| Mar. 31,| mated | Mar.31,} mated | Mar. 31,| mated | Mar. 31, | mated 
1958! | June 30, 1958 ! June 30, 1958 2 June 30, 1958 June 30, 


1958 1958 | 1958 1958 
Military assistance | 
appropriations } 1,228.1 1, 823.8 3 620.7 $25.0 | 1,627.3 | 2,200.0 | 33,934.8 3, 362. 1 
Economic assistance | | 
appropriations _____| 794.3 


1, 499. 0 3 891.3 $186.6 | 1,084.4 1,500.0 | # 2,248.5 1, 832.9 








security. 





Total, mutual uF 





2,022.4 | 3,322.8 | 1,512.0 211.6 | 2,711.7) 3,700.0 | 6,183.3 5, 195. 0 


' i 


| Total tenis sista es actual data through February and preliminary or estimated datafor March. Mili- 
tary assistance figures include obligations and reservations, 


2 Source, Monthly Statement of Receipts and Expenditures of the United States Government. 


3 Includes $30 million military assistance funds anticipated to be transferred to economic assistance prior 
to June 30, 1958. 


4 Available for obligation through Dec. 31, 1958, and is expected to be fully obligated by that time. 


5 Of this amount $175.1 million represents estimated unobligated balance for Development Loan Fund 
which is available for obligation until expended. 


Mr. SELDEN. I am listening attentively to every word my colleague 
from Ohio is saying. 

Mr. Vorys. To setting up this bill in the following form—there 
would be just two chapters to the bill. Chapter 1, military; chapter 
2, economic—military assistance is chapter 1. Chapter 2, economic 
assistance. Title I of chapter 2 would be defense support. Then 
title Il would be Development Loan Fund, and the rest of the titles; 
you would not have to change a single word in most of the bill. 

We would probably need to either amend sections 141 and 142 to 
make sure that, for defense support you have to sign up something, 
or we could put an appropriate paragraph under defense support to 
refer back to sections 141 and 142. 

I think the drafting chores would be quite slight, but there would 
not be any more fuzzy talk about defense support—it would be just 
under economic assistance. 

Would Mr. Dillon and the team care to comment on that? 

Mr. Ditton. We would have no objection to that. It might help 
clarify the bill and if it did, that would be useful. 
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Mr. Vorys. There you have them separated. Then if you can get 
your authorization maybe you have something. 

Mr. Setpen. You would have them separated in the bill but 
Congress still could not vote separately on the two programs. 

Mr. Vorys. Except at the end of a chapter, a title, they could 

Mr. Se_pen. You have no choice. You can vote for or against 
both of the programs under your plan. There still would be no way 
to vote separately on them. 

Mr. Vorys. My thought is, it just is not in the cards to try to do 
that this time around and the idea is to get something in so you can 
do it later. 

Mr. SELDEN. I have tried for 3 years to get the military and eco- 
nomic aid separated, and I’m always told it is too late in the game to 
do so. It will always be too late in the game if this committee does 
not take the initiative and separate these programs. 

Mr. Apartr. Would the gentleman yield for a question? 

Mr. Vorys. Yes. 

Mr. Aparr. If that were done, would you regard this as a completely 
new, clean bill or would you regard the result of your proposal as a 
further amendment of existing legislation—was it not 1954 that this 
bill was written? 

Mr. Vorys. Well, you would have to doctor that up a little bit. 
My guess is that you would simply do it for this bill. For instance, 
we would still leave in the southeast Asia language in the old one and 
we leave in the old development assistance language until that money 
runs out under those authorizations. 

This would be the structure for this bill. If necessary, we could 
key it into the act of 1954. 

Mr. Aparr. Incorporated by reference those pertinent provisions of 
the previous law? 

Mr. Vorys. Yes. 

My sole purpose is to have nobody think that we are trying to cover 
up any economic aid. We would say, “Sure, defense support is 
economic assistance.” 

We would also call it defense support because it has a defense 
connotation. 

I, myself, in making a speech on this bill, would say every single 
part of it has a security connotation as far as I am concerned. 
Somebody else would say, ‘‘Well, I don’t feel that way.” 

In any case, we would certainly take care of the Government Oper- 
ations Committee objections. 

My third question has to do with the whole matter of the buy- 
American amendments; some type of buy-American amendment 
may be proposed. 

I forget whether there are any provisions in the law—we used to 
have it in—that you buy American wherever you can, or something 
like that. 

Mr. Butuock. It refers to procurement outside the United States, 
“unless the President determines that such procurement will result 
in adverse effects upon the economy of the United States.”’ 

Mr. Vorys. In its present form it does not bother you. 

Mr. Ditton. In its present form it does not bother us because it 
says worldwide procurement based on the lower cost is the policy 
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unless the President determines that it harms the United States and 
he has not so determined. 

Mr. Vorys. On the other hand, maybe we are borrowing trouble, 
but it seems to me that any very specific percentagewise buy-Ameri- 
can amendment would be harmful and objectionable. 

Mr. Ditton. We feel it would be better not to have anything, but 
if something was going to be done, it would be a system which pre- 
served the private enterprise system under which they are now operat- 
ing, and allow procurement to continue just as it is through these 
private individuals abroad. 

That could be possibly effected by saying that when we ask for 
bids, American bids might be favored if they have some very small 
price differential. I think in that connection an Executive order on 
the Buy-American Act a while ago talked about a 6-percent differential 
or something of that nature. Of course, that would not help Mr. 
Coffin’s textile business where they have very big differentials, but it 
would help certain things that were worrying some of the Members in 
the Senate where a couple of large machinery contracts were won by a 
Swiss bidder by infinitesimal amounts, a quarter of 1 percent or some- 
thing of that nature. In that case, incidentally, there was a substan- 
tial difference in cost when transportation was taken into account. 

That differential proposal would ‘be the least damaging sort. of 
amendment because it would preserve the other intent of the law 
which is expressed in one of the other provisions of the act, that we 
should continue to deal through private channels and should do 
everything we can to promote the private enterprise system around 
the world. 

Mr. Vorys. It occurs to me that in section 510 or in some appro- 
priate place an amendment could be put which would put into legis- 
lative language the speeches that we constantly make and that is 
that 85 percent of the military expenditures should be made in the 
United States. You could put in appropriate language to cover 
salaries. 

One more thing on this phase of it and I direet myself particularly 
to Mr. Holcombe. I had an example from a man in our city who is 
a manufacturers’ agent. He took up with me instances where the 
specifications were so drafted that Americans couldn’t bid. 

This was for generators, for barracks, in Iran. I do not want to 
take up any specific case at this moment any more than to mention 
it. To my mind the answers given did not take care of the charge 
he made and that I have heard repeatedly that specifications, par- 
ticularly on defense items of procurement, are so drafted that Amer- 
icans can’t bid. 

Mr. Hotcomse. The specifications, Mr. Vorys, are generally those 
of the United States Army because, in the case of Iran, for example, 
the construction is under the direction of the United States Army 
engineers. However, we do know of some cases where the maintain- 
ability of the equipment locally requires local specifications. I am 
not familiar with the particular case you mentioned and I cannot 
understand why the specifications would exclude the United States 
contractors, but I will provide the information. 

(The information is as follows:) 
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DEPARTMENT OF DEFENSE COMMENTS WITH RESPECT TO CONGRESSMAN Vorys’ 
REMARKS REGARDING BIDDING PROCEDURES FOR ITEMS REQUIRED FOR Con- 
STRUCTION Prosects UNpER MAP 


The general instructions issued by the Corps of Engineers with respect to this 
construction are as follows: 


“Design will make maximum use of local materiel, be consistent with local 
architectural treatment, and permit maximum use of local labor in construction 
and subsequent maintenance. 


“Fittings and fixtures should conform to standards facilitating local main- 
tenance and repair. 


“Design shall emphasize ruggedness and simplicity.” 

These instructions are consistent with the policies under which the military 
assistance program is managed. The district engineer, in implementing these 
instructions, accepted specifications to provide for medium-speed (500 to 750 
revolutions per minute) generators with the intention of emphasizing ruggedness 


and simplicity. Many United States manufacturers make generators which will 
meet these standards. 


To date, none of the United States military services have accepted ultra-high- 
speed generators (above 1,250 revolutions per minute) for day-in and day-out 
continuous operation since the manufacturers have not yet demonstrated their 
product’s reliability under such conditions. In view of current military assistance 
policies, therefore, the Chief of Engineers does not propose to include ultra high 
speeds within the specifications allowed for generators for Iran. 

However, the Chief of Engineers is currently reviewing and modifying other 
requirements of these specifications to insure that there is no discrimination 
against United States manufacturers. 

Mr. Vorys. I do not want to detain the committee with this in- 
stance at this time, but I am talking in general, though I have a 
specific instance in mind. 

Mr. Houtcomss. In the biggest situation we have, which is the 
NATO infrastructure system, the United States has taken the lead 
on insisting on competitive international bidding and pursuant to this 
has insisted, even though we only pay a share of the money, a little 
over one-third, that the specifications shall be such, whenever it is 
practicable, that all nations can bid alternately on the project. That 
is our policy. If it has not been followed in a specific case, we will 
try to find out the reason. 

Mr. Situ. Might I say on the economic side, we are doing the 
same thing. We have been very careful to make sure that the 
standards were standards that could be met by American bidders. 
We make certain that there is ample time, particularly for small busi- 
ness in America to have a shot at the bids on this. 

Mr. Vorys. The examples I have had were in the defense articles. 

Now as to Yugoslavia, what would be the position if some person—I 
cannot imagine who it would be, but quite possibly some Member of 
the House 

Acting Chairman Moraan. Mrs. Kelly is looking at you. 

Mr. Vorys. I was not looking at her. 

Mrs. Ketuy. I intend to try to anyhow. 

Mr. Vorys. Would offer an amendment to strike out section 143 
of the existing law which requires the successive Presidential assur- 
ances, and say “nothing shall go to Yugoslavia.” 

Mr. Ditton. Our position on that is, of course, grant military as- 
sistance no longer goes to Yugoslavia because that program is being 
wound up and has now come to an end. As far as the other types of 
assistance are concerned to Yugoslavia, we have a small economic 
program which has been operating for some years and that argument 
has been gone over many times. 
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There obviously is room for differences of opinion there, but I feel 
on the whole while there are risks involved, the weight of the argument 
is in favor of continuing such a program to enable Yugoslavia to 
maintain its independent position in the Communist world. 

Mrs. Ketuy. Will the gentleman yield? 

Mr. Vorys. I just want to say this, that I for 10 years have taken 
the position that we should not either blackball or discriminate or 
play favorites by naming nations. We get Congress into a pork 
barrel situation based on political pressures and the like and we have 
been fairly successful, but in the case of Guatemala we play favorites 
and in the case of Yugoslavia and maybe with Poland, we attempt 
legislative discrimination. 

That has been my view many times expressed to my brethren here, 
but sometimes that view does not grovel. 

Yes; I yield to Mrs. Kelly. 

Mrs. Ketuy. I would not like to have Mr. Dillon leave the impres- 
sion that the program is being wound up and to omit the statement 
that there is over $70 million in this program from previous programs 
on military aid earmarked for Yugoslavia, undistributed in previous 
programs—— 

Mr. Hotcomse. According to my records when shipments to 
Yugoslavia were suspended, there was an undelivered program of 
about $58 million. This is not to be delivered to Yugoslavia. 

Mrs. Keity. Yugoslavia refused further military shipments but 
the money is still there and the appropriation earmarked. 

Mr. Hotcomser. There are some items in this amount which have 
already been delivered to the military assistance program and they 
are not to be transferred to Yugoslavia. We are looking for other 
real requirements as we do not want to put them someplace where they 
are not needed just to get rid of them. 

As in the case of the German stockpile there are items over the 
Nash commitment. It is expected that it will take some time for 
redistribution, especially those items that have a limited usefulness. 

Mrs. Keity. The money was appropriated and is unexpended and 
you would have the authority to review shipments if you so desire. 
Therefore, | am going to recommend deleting that amount. 

Mr. Ditton. It can be sent to other places. 

Mrs. Ketiy. You can send it to Yugoslavia if you so desire unless 
it is so stipulated. 

It was reported by Mr. Sprague that over $70 million was ear- 
marked for Yugoslavia. The United States suspended it because 
Yugoslavia refused to accept it. You could still furnish it if you 
wanted to. 

Mr. Houtcomsr. At the time of the termination we were delivering 
small quantities of aircraft and other programed items. 

Mr. Se.tpen. Has that $70 million been taken into consideratien in 
drawing up this budget? Could that be deducted? 

Mr. Hotcomsse. No. As I say, to the extent—just like the 
German stockpile, over and above the Nash commitment which 
we have been eating at for several years, so with this, to the extent 
that we could use these items for current requirements elsewhere, they 
will be taken into account and money is not requested. 

The remainder of the items—for example, some of the F—86—E’s 
that were rehabilitated in England and were available to Yugoslavia 
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[security deletion] are still there. We are looking for other suitable 
claimants for those F—86—E aircraft. 

When we find them, the value of these aircraft will be credited to 
the country program but funds will not be asked for from Congress 
for them. 

Mr. Setpen. At how much do you value those F-86’s? 

Mr. Hotcomse. As a matter of fact, we carried them here in value 
in an amount which was the cost to the United States for Government- 
furnished parts used in their original assembly. They were given to 
the United Kingdom several years ago. They have now modernized 
with their own aircraft which made the F—86—E’s excess to the United 
Kingdom. Therefore, they rehabilitated them and turned them back 
to us as the law requires. 

We have them and they have a value which has already been paid 
for. Their redistribution to another country therefore would be 
without charge. This is one of the largest amounts in this sum we 
are talking about. 

Mr. Jupp. The point is, what would happen if Yugoslavia decided 
now that it wants to be nice from our point of view and would like 
to have those delivered? What would happen? 

Mrs. Ke.tity. They would make the delivery. 

Mr. Houcomsge, At the present time there are no grant aid deliveries 
to Yugoslavia. 

Mr. SeL.pen. You could deliver them if you wanted to. 

Mr. Hotcomse. The change in Yugoslavia’s position would not 
necessarily change the United States position. 

Mr. Jupp. But it could. 

Mr. Seven. It could. 

Acting Chairman Morean. The gentleman’s time has expired. 

Mr. Dutton. If I may say one thing in answer to that, it is, of 
course, true that we have the legal right to make a military assistance 
prozram with Yugoslavia if circumstances should be such that we 
wanted to do so. However, there is no present intention of anything 
like that. It is not thought of at all, and I think we would feel that it 
was not necessary to write a specific amendment into the law saying 
that Yugoslavia alone could not be—could not receive military 
assistance under any circumstances because that could cause political 
problems there and it would not really accomplish anything because 
we certainly have no intention of delivering these arms to Yugoslavia. 

They are being reprogramed as rapidly as possible and I think there 
just would not be any military programs there. 

Mr. Hotcompe. May I just say one more thing? 

Grant military deliveries have terminated. Negotiations are now 
taking place for an exchange of notes which would codify the termina- 
tion of military grant aid to Yugoslavia. 

Mr. Ditton. We would have to make a new military assistance 
agreement and all that, which would be complicated. 

Mr. Jupp. Is our MAAG still in Yugoslavia? 

Mr. Houcomse. No, sir. 

Mr. Jupp. How many folks do we still have there? 

Mr. Hotcomsgr. None. They were all gone by the 1st of April. 

Mr. Jupp. For instance, has what little supervision we might have 
had of the end use of the materiel furnished by us ended? They could 
take what we have shipped them and turn it over to the Hungarian 
Government or to the Soviet Union; could they not? 
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Mr. Hotcomse. Not legally, but it would be very difficult to 
enforce. 


Mr. Jupp. I mean as far as we are concerned, this whole operation 
is Over; is it not? 

Mr. Driton. They are still legally bound by the agreement they 
signed under which they received the material but we do not have a 
MAAG in there to police the agreement ourselves. 

Mr. Jupp. Is there any evidence that any of our materiel has been 
transshipped? At one time did they not try to make an agreement 
to ship certain arms to Burma in exchange for rice? 

Mr. Ditton. They have shipped arms out of Yugoslavia quite 
frequently because they do have a small arms manufacturing capacity 
there for things that they make themselves and that is what they 
have been selling. So far as we know, we have never seen a single 
instance or any indication anything we furnished Yugoslavia has been 
so disposed of. 

Mr. Jupp. Are they making in their own munitions plant the same 
items we are furnishing? 

Mr. Dition. No. 

Mr. Jupp. What we furnished are things they could not make 
themselves? 

Mr. Ditton. That is correct. 

Acting Chairman Moraean. Mr. Smith, on the basis of questions 
which have been asked of me and of the committee, I have had the 
staff prepare a few questions on the mutual security program. 

One question is this: All of us recognize the difhiculty of getting 
qualified personnel to fill ICA positions, particularly overseas. To 
what extent are ICA appointments subject to any political clearance 
and to what extent can ICA appointments be regarded strictly on the 
merit basis? 

Mr. Smiru. There is no political clearance required whatsoever in, 
[ would say, 99 percent of the cases in ICA. The top policy jobs, 
naturally, the applicants for those are looked at to see if they are 
following the administration thinking in this field, but there is no 
political clearance in the pure sense of the word. 

We are endeavoring, in response to the second part of your question, 
to use a merit system throughout in selecting our people. We are 
reaching out to get the best possible qualified people to come into this 
work 

As you know, one of the difficulties we have is finding individuals 
who have language competence, particularly in the newly developed 
countries where we simply do not have a background of individuals 
with the new languages. We are going to have to cure this over the 
next couple of years, and it is going to be difficult to do because we 
do not have facilities with which to do it right at hand 

We are working with the State Department in that connection and 
L hope that the fact that this program is becoming better understood 
by the public will enlarge the field from which we can draw people 
very substantially here in the next year or so, and that this will be 
an area of endeavor in the Government that will be much more 
acceptable to a larger group of people than it has been in the past. 

Mrs. Botton. Mr. Chairman, will you yield for a moment? 

Acting Chairman Morean. Mrs. Bolton. 

Mrs. Bouron. Do you use the State Department Institute for any 
language training? 
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Mr. Sir. Yes, we are using that and we are looking now for 
other ways and means of teaching languages because we simply have 
to accelerate the whole program. 

Acting Chairman Moraean. Mr. Carnahan. 

Mr. Carnanan. I wanted to ask Mr. Smith if there is a training 
period at all for your new recruits and how much of a training period, 
and what type of training are you doing? 

Mr. Smirx. There has been a brief indoctrination period which I 
really do not think is adequate, and which seldom includes as many 
as one-half of the wives of the individuals going overseas, and we 
feel that we should give them considerably more indoctrination. 

Mr. Jupp. Hear, hear. 

Mr. CarnaHAn. Do you have funds or time available to set up 
what might be called a training period for your new recruits? 

Mr. Smitrx. We have no funds available to bring the wives to the 
places, except on their own account, where we can give them some 
background about the area into which they are going and we feel 
there is quite a serious deficiency. 

We have a small amount of money now which will pay for bringing 
an individual to Washington where he can be indoctrinated to some 
extent. This applies only to the person who is directly on the payroll. 

Mr. CarNnaHAN. For how long an indoctrination period? 

Mr. Sarru. I think this would be simply a theoretical answer since 
usually we are late in getting our people. There is not a large enough 
source, and therefore the indoctrination period is usually cut down 
below what it should be in order to get a man out on the spot. 

We do not have a backlog of people upon whom we can draw so 
our indoctrination period usually suffers, simply to get the man out 
on the job. 

I think this is a poor arrangement myself. 

Mrs. Bouton. That would seem very bad indeed. 

Mr. CarnaHAn. Two weeks, a month or what? 

Mr. Situ. Three weeks is the target and that I think is inadequate. 

Mr. Jupp. It used to be 2 weeks. 

— Chairman Morean. Do the chiefs of each country mission 
have to have political clearance? 

Mr. Smita. The mission director would be included among the 
policymakers and we would check him carefully to see that his 
thinking was in line with the administration’s thinking on the mutual 
security programs. 

This does not mean that he necessarily has to be from one political 
party or another. 

Acting Chairman Morcan. How many policymaking positions are 
there in the ICA, approximately? 

Mr. Situ. I would consider that each mission chief would be a 
policymaking position and probably 50 to 75 here in Washington. 
This would be a total of well under 1 percent of the total United 
States personnel of the program. 

Acting Chairman Moraan. One percent? 

Mr. Samira. Less than 1 percent. 

Acting Chairman Moraan. In reply to criticisms of the foreign aid 
program, I noted that ICA last December had a total payroll of 10,341 
people. I understand there are a lot of other Americans working 
on projects overseas—ICA projects—who are not employed by ICA, 
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but instead by contractors, such as engineering firms and United 
States universities. 


Does the figure 10,000 plus include people working for contractors, 
paid by the ICA? 

Mr. Smiru. 10,341 people are directly employed by ICA. This 
does not include, for example, if we had a roadbuilding project some- 
where, a contractor’s people who are on his payroll, and this body 
obviously moves up rather rapidly—moves up and down rapidly. 

Acting Chairman Morgan. Are these persons employed by con- 
tractors and universities subject to the same limitations in salary 
and allowances as regular Government employees? 

Mr. Situ. No. 

An individual contractor who comes in to build a plant or some- 
thing like that would not be required to do anything more than meet 
the normal standards of pay within the industry, which are often 
different from standards of government. 

Acting Chairman Morean. You do not know whether there are 
any supergrade salaries among employees of these contractors? 

Mr. Smiru. I think without question that officers of some of the 
contractor companies are getting paid more than Members of Congress 
or any member of the executive agencies. 

Acting Chairman Morean. Then they do get supergrade salaries? 

Mr. Smit. Well, if you are referring to the pay of contractors’ 
employees, I don’t know that you can refer to supergrade salaries. 
As I indicated before, we maintain a control which is tied to the normal 
standards of pay in industry. 

Acting Chairman Morean. Mr. Dillon, considering the present 
economic situation in this country, why do we continue the offshore 
procurement program and what are we going to buy under this pro- 
en and where are we going to buy it this year? Can you answer 
that? 

Mr. Ditton. I attempted to answer it generally for Mr. Coffin. 
It is because under one of the provisions of this law we were directed 
to promote private enterprise through the mutual security bill and we, 
therefore, set up this machinery which we think has been very effective 
in this regard, through which all or a great part of the materiel that is 
brought into—commodities that are Seen into a country are pur- 
chased by open, competitive bidding and the bids are asked for of the 
local businessmen or tradesmen or whoever it may be. That is the 
situation. 

That is the reason that we do this rather than have it a government- 
to-government, handout operation whereby the United States Govern- 
ment, if it is the ICA, could only deal with the local government, and 
we would give them the commodities and then they would hand them 
out in the country concerned, and you would in effect be promoting 
socialism rather than promoting private enterprise. 

That is the reason we have done this, in accord with the intent of 
Congress. 

What is actually going to be bought in the coming year under this, 
I could not say, except the amount of money that has generally gone 
into this has been won by low bidders who are outside of the United 
States—these amounted to about $450 million or something like that 
this year. I think it would be something in that order. 
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Also, as we pointed out, we feel that amount of those funds comes 
back into the United States in the form, indirectly, but very rapidly, 
in the form of purchases of American products. 

We do not think fundamentally that changing $450 million in 
procurement if the system was changed, would add significantly to 
the antirecession forces here, and we do think it would deliver a 
significant blow to our attempt to promote private enterprise by 
unraveling a whole system under which we have been operating. 

Mr. CarnaHan. If you purchase in offshore procurement, what 
currency do you use in paying for what is bought? Suppose you buy 
it from a contractor in Greece. What currency do you use in paying 
for this purchase in Greece? 

Mr. Ditton. We make dollars available. 

Mr. Carnawan. You pay for it in dollars? 

Mr. Druton. That is correct. We give the dollars, say, to Viet- 
nam. Vietnam allows their freetraders to make bids and the dollars 
then go to Japan, Greece, or Italy, and those dollars are then available 
to those countries to buy products from the United States and all of 
them are in such an exchange condition that we are reasonably sure 
that those dollars are used pretty rapidly to make additional purchases 
here. 

Mr. Carnanan. It really does not make any difference then so far 
as dollars being involved whether you buy in the United States or a 
foreign country. You pay for what is bought in dollars. 

Mr. Ditton. That is correct, as far as we are concerned. 

Mr. CarnawAn. And the dollars will have an impact on our own 
economy? 

Mr. Driton. Yes. 

Mr. CarnauHan. And probably have a greater impact on our 
economy if they are not spent in the first instance in the United States. 

Mr. Driion. If it is not greater it would certainly be equal. 

Acting Chairman Morean. According to Mrs. Bolton’s figures on 
the Palestine refugee situation, it is getting worse and worse as the 
years go by. 

The population seems to be increasing and the problem is growing. 
Someday I think we are going to have to take a definite stand or resign 
ourselves to carry on for the next hundred years. 

Why do we not set up a cutoff date and turn the problem back to 
the countries where the refugees are located? 

Mr. Drtuon. There is a cutoff date which I think is in 1960, at 
which time the U. N. agency there is supposed to come to an end. 

Acting Chairman Morean. The problem will not be solved by that 
time. 

Mr. Ditton. Whether that will be practical or not, I do not know. 
We are afraid that if you terminated the thing right now, it is perfectly 
clear what would happen. 

These people would be without food and there would be serious 
troubles in a very critical area. 

(Security deletion.) 

Acting Chairman Morcan. Do not the refugees amount to about 
a third of the population? 

Mr. Ditton. There are over 500,000 of them in Jordan. 

(Security deletion.) 
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Mr. Farsstern.: Mr. Dillon, I do not know whether I should ask 
you this question, but Germany is in pretty good shape financially 
and Germany has atomic reactors presently in the country. 

Could you tell me why we should give Germany another atomic 
reactor at this time? 

Mr. Ditton. The Atoms for Peace program provided that we would 
contribute up to $350,000 toward one atomic reactor for experimental 
purposes for any country. 

The Atomic Energy Commission has reached an agreement with 
West Germany. We did not specify that we would eliminate any 
particular countries, and these research reactors can be used for differ- 
ent purposes. I am sure that a particular and special purpose for 
which this reactor is going to be used is something that was not 
present at that time in West Germany and 

Mr. Farsste1n. Would we give one to England? 

Mr. Ditton. I presume under the law we could, but they are not 
interested in asking for one. 

Mr. Farsstern. Germany, just as well as England, has its 
reactors and is also able to determine how these things operate. 

Mr. Ditton. It has no power reactors. There is no big reactor 
program in Germany. 

Mr. Farsstein. I did not say that. I said it had reactors. As a 
matter of fact, the gentleman from the AEC admitted Germany had 
reactors. In my original question I assumed reactors were being given 
to countries that had none, then I learned that Germany had reactors. 

Now I cannot see the purpose of giving reactors, especially with the 
temper of the times, to countries that are economically well able to 
handle their own atomic matters and have their own reactors, at this 
time. I mean, to me, frankly, it does not make any sense. 

Mr. Ditton. Economically you probably have a point, but on the 
basis of this law, we were trying to have this a worldwide law, and 
they did not want to specify that it would only make these reactors 
available in places that could not afford them. 

Mr. Farsstern. True. The law may read as it does. Neverthe- 
less, there is some discretion that can be used. 

Mr. Ditton. That is correct. 

Mr. Farssrein. It does not seem to me it is being properly used 
at the moment and I thought that the answer given by the repre- 
sentative of AEC in which he talked about research was inadequate. 
Frankly, I could not give an adequate answer were inquiry made 
under those circumstances inasmuch as Germany has its own atomic 
reactors and whatever research is necessary certainly can be made 
with its own just as well as any other country that has them. 

That is all. 

Mr. Dixio0n. I will look into that. 

Mr. Jupp. Is there money enough in this for the malaria program 
as it is being developed? I have heard they will need more than we 
are providing in this bill. 

Mr. Dition. There is $25 million here and I think that is enough. 

Mr. Situ. I think that will carry it very well, sir. 

Mr. Diuiton. It is in the special assistance. 

Acting Chairman Morean. $25 million is programed now. 

Mr. Ditton. Programed now under special assistance. 

Mr. Jupp. Thank you. 
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Acting Chairman Morean. Any further questions? 

The committee is going to stand adjourned until Tuesday morning. 
Due to the fact that a number of Members are out of town we cannot 
get started marking this bill up before Tuesday. Many Members 
are on their way back and have requested this delay. I know we 
cannot hold a meeting on Friday, so we will start marking up on 
Tuesday morning. 


(Whereupon, at 12:45 p. m., the committee adjourned.) 
(The following material has been submitted for the record.) 


During May and June of 1957 the staff of the House Foreign Affairs Committee 
conducted an investigation into the shipment of 20 locomotives to Korea. Docu- 
mentation on the subject was reviewed and conferences were held with various 
officials of ICA. On February 5, 1958, the following letter and attachments were 
forwarded to the Comptroller General with a request that he investigate the 
savings effected by the ICA shipment of locomotives to Korea. The letter and 
the attachments, together with the Comptroller General’s report, follow: 


CoMMITTEE ON FOREIGN AFFAIRS, 
February 5, 1958. 
Hon. JosepH CAMPBELL, 
Comptroller General, Washington, D. C. 


Dear Mr. Campse.tt: During May and June of 1957 the staff of the House 
Foreign Affairs Committee conducted an investigation into the shipment of 20 
locomotives to Korea. The investigation arose from allegations that the Inter- 
national. Cooperation Administration and the General Services Administration 
had shipped these 20 locomotives to the west coast by rail in groups of 2 and 3 
when they could have been shipped in a block shipment at a much lower cost from 
an eastern port. Specifically, the allegation was made that the ship Beljean 
could have carried these locomotives plus additional passenger cars at a con- 
siderable saving to the United States. 

ICA defended the shipment on the grounds that the locomotives were urgently 
needed in Korea and that the way in which they were shipped resulted in their 
being placed in service at an early date. It was alleged that each day of operation 
of these diesel locomotives resulted in a savings of some $600 per day in fuel. 

A summary of the results of the staff investigation is contained in the attached 
thermofaxed copy of a document entitled “Shipment of Diesel Locomotives to 
Korea.”’ Thermofaxed copies of ICA Press Releases No. 307, June 2, 1957, and 
No. 356, November 29, 1957, are also attached. 

It would be appreciated if you would verify the facts presented by ICA as 
a justification for having chosen the method of shipment used, and further, if you 
would verify the allegation that a saving in fuel costs was actually effected. 

Sincerely yours, 
Tuomas FE. Moraan, 
Acting Chairman. 


SHIPMENT oF DigseL LocomMorTives To KorBA 


During the past 3 weeks we have talked with officials of the International 
Cooperation Administration and General Services Administration regarding the 
procurement and transportation of 20 locomotives for Korea. We have also 
talked with Mr. Crump of the South Carolina State Port Authority and Mr. 
Spurrier, a Washington chartering broker. 

These 20 locomotives are part of an ICA Korean railroad project, the total 
cost of which is estimated, according to ICA’s press release, at more than $100 
million. GSA acted as ICA’s agent in the procurement and transportation of 
these locomotives which are being produced by General Motors Corp., at La 
Grange, Ill., under an ICA-financed contract. 

The first project proposal (PPA) was signed by the Korean USOM, December 
29, 1955, approved in Washington, February 6, 1956, and returned to Korea 
for the execution of the project agreement. The authorization for procurement 
(including transportation)—in ICA language a PIO/C—was issued May 23, 1956, 
for 10 locomotives, in the amount of $2,140,000, with a delivery period expiration 
date of March 3, 1957. 

On June 6, 1956, a second PPA was submitted by the mission to Washington 
and approved June 18, 1956. Three PIO/C’s were issued November 6, 1956, 
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for a total of $2,140,000; these were originally intended for 10 locomotives but 
were changed to 5 and the balance in spare parts. These PIO/C’s bear a delivery 
period expiration date of August 31, 1957. 

A third PPA was signed in the mission November 21, 1956, approved in 
Washington January 23, 1957, and a PIO/C issued March 12, 1957. This last 
PIO/C covers 14 locomotives, the amount is $3,754,000, and it bears a delivery 
expiration date of June 30, 1958. 

r. Harry Dreany of ICA states that all of the above PIO/C’s were forwarded 
to GSA within a day or two of the date issued. 

In its capacity as ICA’s agent, GSA at one time desired to ship 20 locomotives 
in a heavy lift vessel, the Beljeanne, owned by Belships Co., Ltd., Oslo, Norway. 
This ship could have carried the 20 locomotives together with 8 passenger railroad 
cars, from the east coast at a total cost of $375,000. However, this ship would 
have been unable to leave the east coast before July 31 and would have taken 
approximately 42 days to Pusan. 

Colonel Syran emphasized the importance of shipping the locomotives as 
quickly as possible. Pursuant to his instructions, GSA routed them to the 
west coast for berth liner shipment in units of 2 to 4 at spaced intervals paarnene 
May 31. According to Colonel Syran’s office, this method of shipment wi 
result in all 20 locomotives being in service by the end of August. The trans- 
portation cost (including the = shipment of the eight passenger cars) 
will be some $160,000 greater. he shipment in groups was suggested as ‘‘most 
= by General Motors in a letter to GSA dated March 14, 1957, as 
ollows: 

“If the locomotives are shipped in groups of 2, 4, or 6, it would expedite the 
arrival of these locomotives in Korea as compared to the time required to accumu- 
late a sufficient quantity of locomotives to justify the contracting for a special 
heavy-lift vessel, as you indicated that you were considering.” 

ICA states that the earlier utilization of the 20 locomotives will result in savings 
of at least $200,000 over the $160,000 that would have been saved through the 
shipment on the Beljeanne. This figure is based on a daily fuel saving of $600 
through the use of a diesel as compared with a steam locomotive. This $600 
figure is probably high, but even if it is cut in half the savings would be substantial, 
assuming the 20 locomotives are used each day. 

We sent ICA’s study of the comparative costs of steam versus diesel operations 
in Korea to Legislative Reference Service to make an independent assessment of 
its accuracy. After pointing out that the load-distance-time figures appear high, 
the Legislative Reference Service report concludes: 

“Fuel economies are not the only savings in the substitution of diesel-electric 
for steam locomotives but they are major items. The higher utility of diesel- 
electric locomotives, 90 percent to 94 percent, as compared to 40 percent to 46 
percent of steam locomotives, is also especially important in operations in places 
like Korea. 

“On the basis of fuel required to move tonnages the given distances and ability 
to move the tonnage per day as furnished by operators of equipment in Korea, 
the computations appear correct and the conclusion reasonable.”’ 

The question of the availability of a heavy-lift crane to unload the locomotives 
at Pusan (this would not be a problem with the Beljeanne) was raised in the 
GSA file and the last word there was a letter dated April 16, 1957, from Tokyo 
field office of Federal Supply Service quoting ICA Korea authorities that the 
100-ton crane at Pusan is not considered safe. We questioned Colonel Syran on 
this point and were shown a cable to ICA from Seoul dated May 23, 1957, and 
signed ‘‘Warn” advising that preparations were underway for servicing the 
locomotives and that the Everett Steamship Co. has chartered a 100-ton crane 
for a 4-month period. Colonel Syran and GSA agree that the discharge of the 
locomotives is the responsibility of the carrier and is included in the berth rate. 


CONCLUSIONS AND RECOMMENDATIONS 


1. Based on shipping costs only, a single shipment on the Beljeanne would result 
in a saving. 

2. Based on the earlier availability of the diesels in Korea and the shipping 
costs, the shipment in groups of 2 or 4 appears to be more economical. This 
is based on the assumption that the substitution of diesels for steam results in 
considerable daily savings. 

3. There still remains some doubt whether there will be adequate crane facilities 
at Pusan to handle the locomotives safely. If these facilities were to be inade- 
quate or to fail, all savings could well be reduced or eliminated. 
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4. After the diesels have been in-Service for a reasonable period, an audit 
should be made to.determine whether the savings claimed have actually been made. 





[Press release, ICA No. 207, June 2, 1957] 


MULTI-MILLION-DoLLaR AID To KoresN Rattwar3 To Repay Cost 1n SAvinGs 
IN SEVERAL YEARS 


WASHINGTON, June 1.—Two big black and orange American-made diesel loco- 
motives on May 31 were loaded aboard the steamship Fairport at San Francisco, 
Calif., bound for Korea—part of the United States plan to simultaneously 
strengthen the country’s economy and keep the railroads “combat ready”’ in a 
war which has been suspended but not ended. 

They are the first of 29 such General Motors locomotives which are to be sent 
to Korea between now and October as a major step in a United States-assisted 
rehabilitation program for the Korean National Railway. Twenty of the loco- 
motives will be shipped in the next 8 weeks, and the final 9 in October. 

The diesel locomotives are expected to pay for themselves in less than 2 years 
from savings in operating costs alone, according to the International Cooperation 
Administration’s transportation advisers. Other efficiencies resulting from the 
use of diesels would push the savings to far more than the cost of the locomotives— 
which is $225,000 apiece. 

American and Korean railroad experts estimate that if the Korean railway 
could obtain 110 of these new diesel locomotives, this number could do the work 
of about 350 of the antiquated and inefficient steam locomotives which are now 
being used and they could be retired. Dieselization to this extent would result 
in a reduction of $18 million a year in operating costs, ICA’s railroad advisers say. 

Since the rebuilding of the war-wrecked South Korean railway system is a 
military and economic necessity if the country is to survive, the United States 
since the end of the Korean fighting has been not only rebuilding and modernizing 
the system but has been furnishing most of the equipment as well, including 
rails, ties, machinery, rolling stock, communications facilities, and a major item, 
bituminous coal for fuel. 

Low-grade Korean anthracite coal is not suitable for firing locomotives. 

Coal alone for the Korean railroads for one year—1955—cost the United States 
over $20 million, and the total United States support that year for Korea’s 
railroads was about $41 million. Most of the coal, bituminous, was sent from the 
United States and its cost landed in Korea was as much as $36 a ton. 

Energetic American railroadmen, however, sent to Korea by ICA to guide 
the multi-million-dollar rchabilitation and modernization of the Korean National 
Railway (KNR), are bringing about drastic changes which are sharply reducing 
the railroad’s operating costs and vastly improving the railroad services and 
efficiency. 

This reconstruction and modernization was begun by the United Nations and 
United States military forces shortly after the fighting ended in Korea, and was 
taken over by ICA in 1955 for completion. 

Total cost of the railroad project is put at more than $100 million; some esti- 
mates put it at more than $150 million from all sources. 

But the results are about to show, and ICA officials believe that the railroad 
project may become one of the outstanding accomplishments of the American 
program of aid to Korea. 

From the peak of $41 million in United States aid to KNR in 1955, support 
has been reduced to about $25 million this year. Additional efficiencies and the 
inception of diesel locomotive operation are expected to reduce United States 
support to less than $15 million next year, and bring about a drop to $7 million 
in 1959. 

While dieselization is not the only factor in this dramatic reduction of costs and 
improvement in operating efficiency, it is nevertheless a major factor. 

Korea now has only four diesel locomotives—800-horsepower switching engines 
purchased for the KNR by the International Cooperation Administration from 
the United States Army in 1955. 

The 29 new diesel locomotives, rated at 1,750 horsepower each, are being 
produced by the Electro-Motive Division of the General Motors Corp. in La 
Grange, Ill., under an ICA-financed contract with the General Motors Overseas 
Operations Division. 

The contract provides $6,525,000 in payment for the 29 locomotives landed in 
Korea, plus $345,000 for spare parts to be sent along with them. It also provides 
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for General Motors to send diesel locomotive technicians to Korea for 18 months 
to train and assist Korean railroadmen in learning their operation and mainte- 
nance, 

All of the new locomotives, called model SD—9’s and weighing 150 tons each, 
are being manufactured in the La Grange plant on an assembly line basis. They 
will be rolling steadily from the plant and towed to either the Seattle or San 
Francisco areas for shipment to Korea in groups of 2’s or 4’s. 

GM Overseas Operations officials said this is ‘the first sale they have made 
directly to the United States Government of locomotives for a foreign railroad. 

Hoisted onto specially reinforced decks of the transporting ships, they must be 
the last cargo loaded and first unloaded, hence the vessels will make Pusan their 
first port of call. There GM technicians will assist their reassembling at the 
Pusan KNR back shop. 

Within 3 days after their arrival the locomotives will be ready for use. They 
will be able to pull freight and passenger trains across the Korean countryside at 
a fraetion of the cost with the old coal-fired steam engines. 

In a further sten toward the dieselization goal, ICA is purchasing 10 more of the 
800-horsevower diesel switching engines from the United States Army for delivery 
to the KNR this summer. 

A few of the steam locomotives—25 thus far—are being converted from coal to 
oil-fire steam power by Korean railroadmen under the direction of American 
technicians in repair shors which have been rehabilitated with American aid and 
advice. As a result of the conversion, the formerly excessive cost of operating 
these locomotives has been reduced by more than half. 

About 80 Korean locomotive engineers are now qualified in the operation of 
diesel locomotives, and some 20 mechanies have been qualified in their mainte- 
nance. They have received on-the-job training directed by American railroaders 
utilizing the four diesel switching engines already in service, 

Seventeen Koreans also have been brought by ICA to the United States for 
training in various snecialized railroad jobs. The Association of American Rail- 
roads arranges training in the United States for all foreign railroaders brought 
here under ICA sponsorshiv. 

The entire transportation development in Korea, including water, air, highway, 
streetcar, and bus as well as railroad, is under the direction of the transportation 
division of the economic mission in Korea. Heading these transportation ac- 
tivities is an American railroader of more than 30 years’ experience. 

Korea’s railway system is the country’s lifeline, both for military defense and 
economic development. Arterial highways are few and those that exist are little 
more than built-up dirt roads. Trucks and buses are not numerous. Except for 
the railroads, the country’s transportation facilities are largely limited to coastal 
shinning. 

The railway system has 1,853 miles of tracks, 1,200 miles of which have been 
modernized and are capable of carrying heavy steam or diesel locomotives. The 
system has 1,644 bridges, 264 tunnels, and employs nearly 30,000 workers. 

Its first lines were built some half-century ago by Japanese and American engi- 
neers. Because it has a standard-gage track, the same as American railroads, the 
task of rehabilitation has been greatly fa-ilitated. 

Japanese-owned until the end of World War II, the Korean railway system 
was taken over by the Korean Government and is presently operated by the 
Ministry of Transportation. 

The end of the Communist fighting in 1953 left the Korean railroads almost in 
a shambles, and trains had to crawl over many miles of right-of-way. Consider- 
able damage had been done to repair shops. Much of the machine tools and 
other equipment was wrecked. Nearly half the freight sheds and three-fourths 
of the warehouses had heen demolished. Communications facilities were crippled, 
and water towers and their pumping units had been destroyed. 

Of its rolling stock, onlv half of the 700 or so dilapidated passenger cars were 
operable. More than 2,000 freight cars were knovked out or deadlined. Of 
those that were left, more than 1,500 were practically worn out or beyond repair. 

The picture was a gloomy one, but the hitter experiecne of the postwar world 
had taught the United States that, where defense against the Communist men- 
ace is concerned, the United States cannot stand aside. American funds and 
technical knowledge were committed, along with those of the United Nations, to 
helping the Korean Repu'lis re>uild its shattered country. An immediate con- 
cern was the creation of an efficient and modern railway system. 

It was but a short time after the Communist fighting had ended tefore the 
U. N. reconstruction agency procured 304,000 rail and bridge ties, purchased a 
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number of freight cars, and contributed $250,000 toward repairs to buildings and’ 
the installation of heavy shop equipment. 

So serious was the passenger car situation that 347 boxcars had to be con- 
verted to passenger use. A million dollars in United States aid was quickly sup- 
plied to transfer United States Army coaches to the railroad. Another million 
was provided to purchase new cars, and $800,000 was spent to buy used passenger 
coaches from American railroad companies. 

Althogether, more than 2,500 freight cars—enough to make a train 24 miles 
long—have been supplied by aid agencies or the United States Army. 

Thousands of tons of steel rails, ties, and other materials have gone into re- 
habilitation of war-damaged right-of-way, improving the whole structure for 
heavier axleloads and increased traffic. 

Two of the five back shops in the principal rail centers are being rehabilitated 
to handle major repair work on locomotives and rolling stock. 

An $800,000 repair job on the big Han River high-level railroad bridge outside 
Seoul, necessary to restore an important rail link, will be finished sometime in 
June. All but a few of the several hundred war-damaged or weakened branch- 
line bridges have been replaced or strengthened. 

Rehabilitation of right-of-way—tracks and bridges—is reported about 85 per- 
cent complete. 

The railway telecommunication system, virtually wiped out in the war, is 
being completely rehabilitated. Work which started in 1956 is scheduled for 
completion about 1960. Teletype machines converted to Korean characters are 
being installed in the regional communications centers to speed the flow of traffic, 
maintenance, and dispatching information along the main supply routes. 

American railway specialists have kept an eye to adapting the system to better 
meet the needs of the new South Korean economy, now cut off from the industrial 
part of the country in the north by the Communist partitioning of the nation at 
the 38th parallel. 

Because the lines originally had been built to run chiefly north and south, the 
system lacked the lateral connections needed to bring the new Republic’s natural 
resources to newly developing centers of manufacture and use. 

One rail line has been extended some 17 miles northward to tie in the Yongwal 
thermal plant, a bulwark in the Korean electric power system, with the Hambaik 
coalfields. This made possible an increased electric production to meet Korea’s 
expanding power needs. 

nitial funds have been provided to extend the rail line to Changju where a 
large fertilizer plant now under construction as an ICA-financed project will sup- 
ply an important share of the nation’s nitrogenous fertilizer needs, and eliminate 
some $12 million worth of United States-financed fertilizer imports a year. 

Another new extension linking the big Unsong coal-mining area and the large 
Munkyong cement plant with the main traffic pattern has been completed. This 
means the power-producing coal for the cement plant can come from a field only 
12 miles away. 

One rail line extension to the Changsung coal mine, largest in Korea, has enabled 
coal to move by rail directly across the peninsula to Seoul in 10 hours. Previously 
it took 10 days to move coal from this mine and others in the area by rail to an 
east coast port, then by ship to Inchon, and again by rail to inland Seoul. 

Construction of the new lines to serve mining and industry has been a boon to 
economic advancement. KNR now has an average movement of freight of more 
than a million tons a month, compared with 800,000 tons 3 years ago and 750,000 
in 1949 before the war. About 6 million passengers a month are carried now, 
compared with about 4% million in 1954 when a good part were soldiers. 

American-introduced efficiencies may be seen in virtually every phase of the 
railroad’s operations. 

Locomotive miles have declined and tons per train have increased. 

Technical assistance has improved many operations, from foundry to cost 
accounting. For example, in the Seoul back shop new foundry methods were 
introduced for melting of metals, making it possible to use low-cost Korean 
anthracite instead of expensive imported bituminous coal. 

Improvement of car distribution procedures and initiation of teletype in 
the car distribution and traffic rental brought about cost-reducing efficiencies 


and increased the rate of daily car loadings. 

Rates and fares have been increased three times since 1953, and passenger 
rates are now sufficient to pay their way, but American advisers are anticipating 
additional freight rate increases of about 500 percent. 
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’ Rehabilitation of war-damaged or destroyed back shops, and certain engine 
houses, when completed, will result in better maintenance and repair of rolling 
stock and again bring cost reductions. 

KNR now has 473 standard-gage steam locomotives, all of them outmoded 
and over two-thirds of them at least 25 years old. It also has 11,000 freight 
cars, of which at least two-thirds are 25 years old or more. 

Even when the envisioned dieselization is completed, it is planned that about 
120 steam locomotives will be retained for operations to which they are particularly 
adapted. This number can be powered on an economic fuel—low-cost briquettes 
which will be manufactured in Korea using 75 percent Korean anthracite, 15 
percent imported bituminous coal, and 10 percent binder coal tar pitch. This 
will result in another sizable foreign exchange saving. Korea is expected to 
produce at least 360,000 tons of these briquettes a year, for use by Korean 
industries as well as for the remaining steam locomotives. 

Already the new efficiencies are reducing Korea’s coal imports, which had been 
amounting to around 1 million tons a year up to the time ICA took over the 
railroad responsibility in June 1955. Best estimates are that only 640,000 tons 
will have to be sent to Korea this year, and as additional dieselization and modern- 
ization is accomplished the need for imports will drop to around 140,000 tons. 
ICA railroad advisers say the part-year use of the diesels in Korea this year will 
effect noticeable savings. 

Besides the millions of dollars of annual savings in operating costs and foreign 
exchange which the dieselization will bring to Korea’s railroad system, there will 
be other savings which in themselves will go far toward equaling the original cost 
of the diesel locomotives. 

These savings result from the elimination in the reconstruction program of the 
rebuilding of many engine houses and water and fueling points which will not be 
needed after dieselization. For example, only 2 heavy maintenance and repair 
shops are being modernized and rebuilt, and the other 3, which will not be necessary 
in the future, are not being modernized and will be abandoned. 

ICA’s program in Korea amounts to about $300 million a year, exclusive of 
direct military aid such as planes, tanks, and guns. This is the largest amount of 
economic-type assistance, called defense support, going to any country. 

Most of the results of this defense support contribute to Korea’s military 
strength while at the same time developing the country’s economy. The rail- 
roads are one such example. Others are the rebuilding and modernizing of ports, 
telecommunications facilities, and electric powerplants. 

Defense support also is helping Korea establish, enlarge, or modernize a wide 
variety of large and small industries, develop its agricultural porduction, improve 
coastal shipping, fisheries, education, public health, public administration, and 
many other fields. 

Much of the economic aid, too, is used to finance the import of raw materials and 
saleable commodities into Korea where they are sold for hwan (Korean currency) 
which goes to maintain Korea’s 20-division standing army and other modernized 
military forces which stand opposite the Communist North Korean forces in a 
war which has been suspended but not ended. 

(NoTE To REPORTERS.—ICA officials feel that the statement that the locomo- 
tives should pay for themselves ‘‘in less than 2 years” may be quite conservative. 
By the following computation they can show that each diesel in 369 days of 
operation in Korea will save back its original cost of $225,000:) 

A diesel will consume 1} gallons of fuel per kilometer, and will haul 1,200 tons 
a distance of 350 kilometers a day. 

A steam engine will consume 40 kilograms of coal per kilometer and will haul 
750 tons a distance of 130 kilometers a day. 

Diesel fuel costs 16 cents per gallon or 24 cents per kilometer. Coal at $31 a 
ton costs $1.24 per kilometer. 

Diesel locomotive—Hauls 1,200 tons 350 km, or 420,000 ton km/day. 350 
times 24 cents equals $84 fuel cost per day. 420,000 divided by $84 is 5,000 ton 
km/$1 fuel cost. 

Steam locomotive.—Hauls 750 tons 130 km, or 97,500 ton km/day. 130 times 
$1.24 is $161.20 coal cost per day. 97,500 divided by $161.20 is 605 ton km/$1 
fuel cost. # 

On the above basis, steam costs 5,000 over 605, or 8.264 times as much as diesel 
to operate on a basis of fuel alone. 

420,000 ton km divided by 97,500 ton km shows that 4.3 steam locomotives are 
are equal to one diesel. 
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Daily fuel cost to haul same tonnage 


Cael, (enel.ae anes 6.3)... ener nas wunsldaebes dnas anes ioe $693. 16 
Treen Gee Bees 8)... oenidna 10d cade aeeivednwsle- 404-40 was 84. 00 
ISGIy TOM CAVING «<6 <n bbs ceneddir enn Hiden dcwds Juande satis 609. 16 


[Press release, ICA No. 356, November 29, 1957] 


New AMERICAN Disesets Hetp Korean Raritroap Repuce Fue. Costs sy 
$799,233 1In ONE MontTH 


WasuHIncton.—In September, first full month of operation for 20 new Ameri- 
can-made diesel locomotives on the Korean National Railway, a net saving of 
$799,233 was made in the amount spent for fuel, the International Cooperation 
Administration reported today. 

Due to the introduction of the diesels, the railroad’s consumption of imported 
bituminous coal in September dropped to 41,118 tons, compared with 72,934 
tons used in September 1956. This resulted in a reduction of 31,816 tons in coal 
imports which would have cost $954,480. The diesel oil consumed in this period 
Ropeeaher 1957) cost $155,247, reflecting the net saving of $799,233 announced 
by ICA. 

“ICA has been helping the Republic of Korea in the rehabilitation and modern- 
ization of its 1853-mile railway system in order to reduce the railroad’s depend- 
ency on United States aid funds and at the same time to keep it combat-ready 
for military use. 

A switch from coal-fired to diesel- and oil-fired steam locomotives, to the 
extent possible, is one phase of the modernization plan through which ICA’s 
railroad advisers expect to reduce United States assistance to the railroad from a 
maximum of $41 million in 1955 to about $7 million in 1959. 

With the 20 new diesel locomotives in service, replacing 91 old coal-burning 
locomotives, it was possible in September to haul 145 more freight cars per day 
than before, due to the greater power, speed, and efficiency of the diesels. 

The new 1,750-horsepower General Motors locomotives have been put into 
operation one by one since they started arriving from the United States last 
summer. Nine more are en route to Korea from the La Grange, IIL, plant where 
they were manufactured. 

In addition, ICA has provided 10 smaller diesel switching locomotives, pur- 
chased from the United States Army. 

ICA said savings in operating costs achieved by use of the diesels are expected 
to more than equal their purchase price in less than 2 years. The 29 diesels cost 
$225,000 apiece. The diesels can haul as much tonnage on $84 worth of fuel oil 
as steam locomotives using $693 worth of imported coal. 

Besides supplying the diesels, ICA is helping modernize the railroad’s war- 
damaged shops, roadbeds, bridges, communications system, and other facilities. 
ICA also is financing the conversion of 25 Korean coal-burning steam locomotives 
to oil, thereby reducing their operating costs by more than one-half. 

Of the $41 million in supplies and equipment furnished the railroad in 1955, 
$20 million was spent for coal. Most of the coal was shipped from the United 
States, and its landed cost in Korea was as much as $36 a ton. 

As a result of improvements in operations and equipment brought about with 
United States aid and technical advice, ICA assistance to the railway, including 
fuel, was reduced to about $25 million in fiscal 1957, and is expected to drop below 
$15 million this fiscal year and to $7 million in fiscal 1959. 

Responsibility for the United States assistance to the railroad modernization 
project, begun by the United Nations and United States military forces shortly 
after the fighting ended in Korea, was transferred in 1955 to ICA. The 1,853- 
mile railway system, still heavily used for military transport, is the country’s 
military and economic lifeline. 
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CoMPTROLLER GENERAL OF THE UNITED StTatTEs, 
Washington, April 24, 1958. 
Hon. Tuomas E. Morean, 
Acting Chairman, Committee on Foreign Affairs, 
House of Representatives. 


Dear Mr. CuHarrMan: In response to your request of February 5, 1958, we 
have examined certain statements made by the International Cooperation Ad- 
ministration with respect to the shipment of locomotives to Korea. The state- 
ments which were the subject of your request concerned savings in fuel costs 
claimed by the International Cooperation Administration, which more than offset 
higher freight charges actually incurred, by shipping 20 locomotives to Korea in 
small groups rather than in 1 complete cargo. erewith are three copies of 
a report summarizing the results of our examination. 

Based on information obtained from ICA and other sources and on discussions 
with ICA officials, we believe that the partial shipments effected a saving. 
However, since the subject is hypothetical in many of its aspects and we were 
not able to obtain complete data, it was not feasible to determine the extent of 
savings or benefits in terms of an accurate amount. 

Please be assured of our readiness to render any further assistance that you or 
interested members of the committee may desire. 

Sincerely yours, 
JosEPH CAMPBELL, 
Comptroller General of the United States. 


REPORT ON EXAMINATION OF CLAIMED SAVINGS ON SHIPMENTS OF LOCOMOTIVES 
To Korea, INTERNATIONAL COOPERATION ADMINISTRATION 


INTRODUCTION 


The International Cooperation Administration (ICA), to assure the earlier 
availability of 20 diesel locomotives purchased for the Republic of Korea (ROK), 
authorized shipment in groups of 2 and 4 units although a saving in freight costs 
would have resulted if locomotives had been accumulated and shipped at a rate 
offered by agents for a foreign-flag heavy-lift vessel. ICA’s justification for the 
method of shipment, as stated in an agency press release of June 2, 1957, was that 
the superior performance of a diesel would result in a daily saving of $609.16 per 
unit ‘in fuel costs. The agency believed that the anticipated saving in fuel costs 
resulting from the earlier arrival and use of the diesels would more than offset the 
additional freight costs. 

The estimated ocean transportation cost of the shipments in the small lots was 
about $440,000; the equivalent cost of shipment in a single lot of 20 locomotives at 
the rate offered would have been about $310,000, or a saving in ocean transpor- 
tation of approximately $130,000. 


SAVINGS ESTIMATED BY ICA 


The savings estimated by ICA as stated in its press release of June 2, 1957, 
were based on the premises contained on page 8 of that release. These premises 


and our views with respect to them as disclosed by our review are summarized 
below. 


1. A diesel (1,750 horsepower) will consume 1.5 gallons of fuel per kilometer and will 
haul 1,200 tons a distance of 350 kilometers a day 


The agency estimated the diesel performance data based upon experience with 
800-horsepower diesels in Korea and adjusted these data to reflect operations 
applicable to the 1,750-horsepower diesels (type SD-9). 

The average results of operations for diesel freight service on 20 United States 
railroads for the calendar year 1956 were as follows: 


Average horsepower per unit. : .. 2. oo Soc oe sh cl. eae 1, 499 
Avernam groes Woug pet We. 96 22S So cn ee oo as cacao eae 1, 155 
AVenzig Millet POP GING 5... 8 eee cn ee Ae a ee eae 242 
A:veraite gallons af Tibi 768 WRG i ee eee oa Se cain deswaee 1. 97 


Converted to kilometers, a diesel (1,499 horsepower) will consume 1.2 gallons 
of fuel per kilometer and will haul 1,155 tons a distance of 389 kilometers a day. 

Considering that the agency’s statement was based on a 1,750-horsepower 
diesel rather than one of 1,499 horsepower, we elieve that the estimated diesel 
performance figures were reasonable, 
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2. A steam engine will consume 40 kilograms of coal per kilometer and will haul 750 
tons a distance of 130 kilometers a day 


The agency estimated steam engine performance on records maintained by 
the Korean National Railroad for Mikado-type steam engines. Information 
obtained by us from an independent source indicates that the agency’s estimate 
is less than experienced consumption. On this basis the agency’s calculation of 
estimated savings would be conservative. 


3. Diesel fuel costs 16 cents per gallon 


The agency estimate for diesel fuel was based on the cost to the Korean 
eo Railroad, including import tax, for the first 5 months of calendar year 
1957. 

The average cost of diesel fuel delivered in Korea during May and June of 
1957 was 12.7 cents a gallon (exclusive of import taxes), and remained fairly 
constant through December 1957. Import taxes should be excluded, since they 
are not paid from mutual security funds. If a price of 12.7 cents per gallon 
had been used, estimated savings would have been greater. 


4. Coal costs $31 a ton 


The estimate for the cost of coal landed in Korea was obtained from bills of 
lading for the first 5 months of calendar year 1957 and represented the cost of 
coal shipped from the United States. Information applicable to that period, 
which formed the basis for the agency’s estimate, shows that the cost of $31 a 
ton was approximately correct at the time. 

However, sources other than the United States were available for coal at 
prices of approximately $20 per ton. The estimated savings would have been 
considerably less if the $20 per ton price had been used. 


ACTUAL SAVINGS 


The ICA mission in Korea was unable to provide complete operating statistics 
on the 20 diesel locomotives. The agency’s calculation, which showed an esi- 
mated saving of $609.16 per unit per day, included the basic premise that 1 
diesel would replace or do the work of 4.3 coal-burning locomotives. Reports 
by the mission on actual operations indicated that the diesel locomotives were 
not being utilized to the capacity necessary to realize the estimated ratio of 4.3! 

In the absence of certain operating data we were unable to reach a definite 
conclusion as to savings realized. However, calculations based on other accept- 
able data indicate actual savings of more than $500,000. 

Using the premises on which ICA calculated estimated savings, we established 
that 1 gallon of fuel oil could accomplish the work of 94 pounds of coal. At $20 
per ton the work units of coal equivalent to the work units of a gallon of oil 
are worth 83.7 cents. This amount compares with 12.7 cents per gallon of fuel 
oil and shows a difference of 71 cents per equivalent work units, or a ratio of 
6.6 to 1 in terms of coal and oil costs. 

The earlier arrival of the diesel units enabled the Korean National Railroad 
to put them into service sooner than if all 20 had arrived at one time. Data 
furnished by ICA show that the locomotives were in actual service approximately 
1,650 days sooner than they would have been if shipped in a single lot, and that 
fuel oil consumption for these days totaled 1,081,060 gallons. Based on our 
review of the agency’s data, we estimate about 1,400 days of advanced service 
and consumption of about 946,000 gallons which, at 12.7 cents per gallon, amounts 
to approximately $120,142. Applying the ratio of 6.6 described above, the 
equivalent cost of coal would have been about $792,937, indicating a saving of 
about $672,795 on fuel costs compared with the additional cost of approximately 
$130,000 incurred for ocean transportation. 

It is possible that some of the indicated saving was dissipated if the coal- 
burning equipment was continued in use, due in part to inefficient utilization of 
the diesel locomotives. 


* * * * * * * 
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DEPARTMENT OF STATE, 
Washington, April 14, 1958. 
Hon. Tuomas E. Morgan, 
Acting Chairman, Committee on Foreign Affairs, 
House of Representatives. 


Dear Dr. Moraan: I have received your letter of April 3, 1958, enclosing 
a memorandum concerning the claim of Mr. George B. Roto against the Gov- 
ernment of Guatemala. You inquire whether Guatemala has made formal reply 
to the Department’s aide memoire of April 11, 1955, that the Department left 
with the Embassy of Guatemala regarding this case. 

Although the Department has on numerous occasions since April 1955 requested 
informally from the Guatemalan Embassy an expression of the Guatemalan 
Government’s views concerning Mr. Soto’s claim, no formal reply has ever been 
received. In view of the consistent failure of the Guatemalan Government to 
reply, it appears that that Government considers Mr. Soto’s case to be closed, and 
to be unwilling to reopen it. 

The Department some years ago, after full consideration of all legal and other 
factors involved, reached the conclusion that formal diplomatic espousal of Mr. 
Soto’s claim by this Government was not justified. Therefore, the Department 
has, during the past few years, limited itself to using its good offices informally 
to urge the Guatemalan Government to resume discussions with Mr. Soto’s 
representatives in an effort to reach a mutually satisfactory settlement of the 
claim. These efforts of the Department have, unfortunately, so far been un- 
successful, ard it is not believed that the Guatemalan Government’s view of the 
matter has changed. 

The Department is keeping this case in mind, and when an appropriate op- 
portunity presents itself, hopes to be able to extend further informal good offices 
with the new Government of Guatemala. 

Sincerely yours, 
Witu1am B, Macomber, Jr., 
Assistant Secretary. 





CoMMITTEE ON FoREIGN AFFAIRS, 
April 3, 1968. 
Hon. Wiii1amM B. MacomBeER, Jr., 
Assistant Secretary for Congressional Relations, 
Department of State, Washington, D 


Dear Mr. Secretary: I am enclosing a memorandum which has been brought 
to my attention concerning the case of George B. Soto, an American citizen who 
has had a claim pending against Guatemala for many years. 

I should appreciate being advised if it is a fact that Guatemala failed to make 
a formal response to the aide memoire dated April 11, 1955. 

The treatment accorded this case is a matter for concern, particularly in view 
of the substantial assistance extended by the United States to Guatemala, and 
I should therefore appreciate an immediate reply on this matter. 

Sincerely yours, 
Tuomas E, Moraan, Acting Chairman. 


MEMORANDUM 


George B. Soto, an American citizen born in New York City, owned extensive 
properties and holdings in Guatemala. 

The Government of Guatemala despoiled him of these properties and holdings 
without making any compensation therefor and put him in jail where he would 
have remained except for the intervention of the American Minister who ar- 
ranged for his return to the United States. 

Mr. Soto sought the aid of the Department of State of the United States Gov- 
ernment. After a full and exhaustive review of all of the facts in the case, inelud- 
ing the explanations by the Government of Guatemala, the Department of State, 
on October 24, 1950, delivered an aide memoire to the Embassy of Guatemala in 
Washington, the substance of which is herein quoted from this aide memoire: 

“Tt would appear from the Embassy’s aide memoire, referred to above, that 
there is some misunderstanding on the part of the Government of Guatemala of 
the position of the United States Government relative to the claim of Mr. Soto. 
The Embassy in its aide memoire stated that the claim was considered closed as 
of January 21, 1943, and cited as proof thereof the note of that date addressed by 
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His Excellency Cordell Hull, Secretary of State of the United States, to His 
Excellency Carlos Salazar, Minister of Foreign Relations of Guatemala. While 
it is true that for technical reasons the Government of the United States is not prepared 
to support a formal international claim on behalf of Mr. Soto, and so advised the 
Government of Guatemala in the note of 1943 just referred to, it has nevertheless be- 
lieved, both before and subsequent to that date, that the situation was one warranting 
an equitable adjustment between Mr. Soto and the Guatemalan Government. That 
the Government of Guatemala also entertained such a belief is evidenced by the fact 
that in the early part of 1930 it actually offered Mr. Soto $200,000 in settlement. In 
the aide memoire of April 27, the Uniied States merely urged again, in conformity 
with this position, that representatives of the Guatemalan Government and Mr. 
Soto resume discussions in an effort to reach a settlement which would be mutually 
satisfactory to both parties. 

“The United States Government hopes that the Government of Guatemala 
will, in view of the foregoing clarification, reconsider its previous position relative 
to the claim of Mr. Soto and will consent to repoen discussions with Mr. Soto’s 
representatives.” 

At this time Jacobo Arbenz, the Communist dictator, was in control of Guate- 
mala. This aide memoire of the Department of State of the United States did 
not produce the requested results. 

After Col. Carlos Castillo Armas overthrew the Communist dictatorship of 
Jacobo Arbenz and became President of Guatemala, the Department of State, on 
August 11, 1955, delivered to the Embassy of Guatemala another aide memoire, 
the substance of which is quoted as follows from that aide memoire: 

“His Excellency the Ambassador is reminded of the position set forth by the 
Department in its aide memoire of October 24, 1950, that while the Government 
of the United States for technical reasons is not prepared to support a formal 
international claim on behalf of Mr. Soto, and so advised the Government of 
Guatemala in a note of January 21, 1943, it has nevertheless believed, both before 
and subsequent to that date, that the situation was one warranting an equitable 
adjustment between Mr. Soto and the Guatemalan Government, and that the 
United States Government hopes that the Government of Guatemala will recon- 
sider its previous position relating to the claim of Mr. Soto and will consent to 
reopen discussions with Mr. Soto’s representatives. 

“The Secretary of State would be pleased to receive an early expression of views 
of the Government of Guatemala on this matter.”’ 

Although the Government of Guatemala at that time had received substantial 
aid from the United States Government and, in fact, during 1955 Congress 
appropriated an additional $15 million in foreign aid to Guatemala, and in 1956 
appropriated an additional $15 million, and in 1957 appropriated an additional 
$10 million, all to Guatemala for the same purposes, nevertheless the Govern- 
ment of Guatemala has failed to this very date to make a formal response to this 
formal aide memoire of the Department of State of the United States Government, 

% * * * * » * 





STATEMENT oF Hon. OMAR BURLESON, A REPRESENTATIVE IN CONGRESS FROM 
THE STATE oF TEXAS 


Mr. Chairman, there has come to my attention a specific circumstance which it 
seems to me is worthy of our consideration. 

It is my unde rstanding that there are certain instances in which American 
citizens have a valid claim proved against certain foreign governments which 
have not been honored by those governments, and under such conditions the 
American citizen has absolutely no recourse. 

One case in particular is significant. It is the case against the Government of 
Guatemala. The claim of an American citizen goes back to the middle twenties 
when he was deprived of his property and his liberty in Guatemala. As a result 
he enlisted the assistance of our diplomatic offices. 

The case dates back to the days of Cordell Hull and beyond. 

The American citizen established the validity of his claim all the way up through 
the Supreme Court of Guatemala, but the decision in his favor was arbitrarily 
set aside. There seems to be no question as to the merits of the citizen’s case. 

The case has a long history. The more recent history of the case is as follows: 

After a full and exhaustive review of all the facts in the case, including the 
explanations by the Government of Guatemala, the Department of State on 
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October 24, 1950, delivered an aide memoire to the Embassy of Guatemala in 
Washington, the substance of which I quote: 

“Tt would appear from the Embassy’s aide memoire, referred to above, that 
there is some misunderstanding on the part of the Government of Guatemala of 
the position of the United States Government relative to the claim of Mr. Soto. 
The Embassy in its aide memoire stated that the claim was considered closed as 
of January 21, 1943, and cited as proof thereof the note of that date addressed 
by His Excellency Cordell Hull, Secretary of State of the United States, to His 
Excellency Carlos Salazar, Minister of Foreign Relations of Guatemala. While 
it is true thal for technical reasons the Government of the United States is not 
prepared to support a formal international claim on behalf of Mr. Soto, and so advised 
the Government of Guatemala in the note of 1943 just referred to, it has nevertheless 
believed, both before and subsequent to that date, that the situation was one warranting 
an equitable adjustment between Mr. Soto and the Guatemalan Government. That 
the Government of Guatemala also entertained such a belief is evidenced by the fact 
that in the early part of 1930 it actually offered Mr. Soto $200,000 in settlement. 
In the aide memoire of April 27, the United States merely urged again, in con- 
formity with this position, that representatives of the Guatemalan Government 
and Mr. Soto resume discussions in an effort to reach a settlement which would 
be mutually satisfactory to both parties. 

“The United States Government hopes that the Government of Guatemala 
will, in view of the foregoing clarification. reconsider its previous position relative 
to the claim of Mr. Soto and will consent to reopen discussions with Mr. Soto’s 
representatives.” 

This aide memoire of the Department of State of the United States did not 
produce the requested results. 

After Col. Carlos Castillo Armas overthrew the Communist dictatorship of 
Jacobo Arbenz and became President of Guatemala, the Department of State, 
on August 11, 1955, delivered to the Embassy of Guatemala another aide memoire, 
the substance of which is quoted as follows from that aide memoire: 

“His Excellency the Ambassador is reminded of the position set forth by the 
Department in its aide memoire of October 24, 1950, that while the Government 
of the United States for technical reasons is not prepared to support a formal 
international claim on behalf of Mr. Soto, and so advised the Government of 
Guatemala in a note of January 21, 1943, it has nevertheless believed, both before 
and subsequent to that date, that the situation was one warranting an equitable 
adjustment between Mr. Soto and the Guatemalan Government, and that the 
United States Government hopes that the Government of Guatemala will recon- 
sider its previous position relating to the claim of Mr. Soto and will consent to 
reopen discussions with Mr. Soto’s representatives. 

“The Secretary of State would be pleased to receive an early expression of views 
of the Government of Guatemala on this matter.” 

The Government of the United States, in the exercise of its good offices in an 
effort to assist this American citizen, has not had the courtesy of a reply to this 
last communication. 

I repeat that it seems to me entirely justified that this committee should take 
cognizance of the claim of this individual and others of similiar nature and should 
assume some responsibility under such circumstances. It seems to me it would be 
justified to insert some provision in the legislation now before us, providing that 
unless opportunity is given an American citizen to enter into equitable adjustments 
of an established claim, further assistance and disbursements be withheld from 
that government until such opportunity was afforded the American citizen to 
properly negotiate his claim. 

Therefore, Mr. Chairman, at the appropriate time I shall propose an amendment 
to the mutual security bill, substantially as follows: 

“LIMITATION ON ASSISTANCE.—Where any individual who is a citizen of the 
United States has presented a claim against the government of any foreign nation 
(exclusive of any claim arising out of war) and the Secretary of State has utilized 
the good offices of the United States, or has formally espoused such claim, on 
behalf of such citizen, no assistance shall thereafter be furnished under this Act 
to such foreign nation until arrangements satisfactory to the Secretary of State 
have been entered into for the equitable adjustment of such claim.” 

I trust the members of the committee will give this matter some thought in the 


interim and, of course, I shall be very glad to furnish further information for the 
information of any member. 


(The following information has been supplied by ICA for insertion 
in the record:) 
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SpreciaL ASSISTANT TO THE UNDER SECRETARY OF STATE, 
Washington, April 25, 1958. 
Hon. Tuomas E. Morgan, 
Acting Chairman, Committee on Foreign Affairs, 
House of Representatives. 


Dear Dr. Moroan: During testimony before your committee on March 18, 
12 statements on the investment guaranty program were requested for the rec- 
ord. Most of the 12 required a major research effort which could not be com- 
pleted in time to furnish the material for the March 18 record. 

Although responses to the 12 questions are forwarded herewith so that the 
material can go into the appendix of the record, a few of them are not as complete 
as we would wish. The response to question No. 6, for example, points out that 
only questionnaires submitted to the investors themselves would yield the infor- 
mation requested. Since the Department of Commerce has requested funds for 
a survey which would produce most of the appropriate material, it would not 
seem advisable to duplicate that project. 

Questions 7 and 8 have been answered illustratively for Ireland. It will take 
some time to prepare comprehensive material on all countries involved, but when 
it is prepared it will be forwarded for the information of the committee. Simi- 
larly, additional material in response to question 11 may be submitted at a later 
date. 

Sincerely yours, 
Rosert G. BARNEs. 


INVESTMENT GUARANTY PROGRAM—QUESTIONS AND ANSWERS 


Question 1. ‘‘Does the program promote competition of foreign with United 
States oil refineries?” 

Answer. Investment guaranties have been issued to American oil company 
refineries in these amounts: France, $1,256,000; Italy, $38,443,000; and Turkey, 
$84,000. Additionally, there are guaranties on oil exploration investments in 
Jordan of $7,250,000. The Jordan projects are in their early development period 
and we know of no petroleum production up to the present time. The Turkish 
waste oil refinery is reported to be entirely for local consumption. No figures are 
available on the distribution of the products of these Italian or French refineries 
within Europe or contiguous areas; however, the question was primarily directed 
to the flow of these refinery products into United States markets and the com- 
petitive effect on our trade. That these refineries and other refineries have not 
competed significantly with American refineries or our petroleum trade is shown 
by the following table which reports on the oil trade between the United States 
and France and Italy in the years 1952-57: 


United States trade in petroleum and products with France and Italy, 1952-57 


(Thousands of dollars] 








Imports ! Exports 2 
Year Petroleum and prod- Crude petroleum 
From From ucts, total 
France Italy a. nie ‘ a 





To France | To Italy 








1 

| | 

| | 
RON 3502. pdt bemtawnn 2 (3) 11, 170 532 | 1, 949 522 
1953__..- sh dikgiichanates $ 880 5 386 7, 490 8, 504 1, 435 962 
iis ck boo bho =e we OE Beconivg , 6, 563 | 9, 007 2, 025 343 
1955___- | 7 | (3) 6, 763 | 8, 854 1, 733 330 
1956_....- } 6 nn al 31, 430 12, 233 20, 722 3, 241 
Pea R hs thes aiden dh asa 10 (’) 66, 279 18, 992 29, 909 8, 267 


1 Imports for consumption. 

2 Excludes high-grade aviation gasoline, jet fuels, and aviation engine lubricating oils, which are not 
reported by destination. 

3 Less than $500. 

4 The imports of petroleum products which were credited to France (as country of origin) in 1953 and 
1954 consisted almost entirely of residual fuel oil, and included withdrawals from bonded refineries for 
supplies of vessels and aircraft, in the following amounts: $229,000 in 1953 and $204,000 in 1954. 

5 Fuel oil withdrawals from bonded refineries for supplies of vessels and aircraft; includes $197,000 recorded 
as of Italian origin and $189,000 recorded as shipped from Italy, country of origin unknown. 


Prepared in the Department of Commerce by International Economic Analysis Division, Bureau of 
Foreign Commerce, from basic data of the Bureau of the Census, April 1958. 
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Question 2. “Are there porcelain, glass, or pottery exports to the United States 
by companies which have received investment guaranties?” 
Answer. A check of the investment guaranty records of ICA and an examina- 
tion of information available to the Department of Commerce show no evidence 
that American companies with investments guaranteed by ICA are producing 


‘porcelain, glass 
Question Bae 


ties?” 


What companies from oil- 


pottery” for export to the United States markets. 
producing areas have received guaran- 


Answer. Since many of the States are oil producing, the following list by State, 
product, and country of the companies which have received guaranties on foreign 


nvestment has been prepared: 
1 


Listing of investors by State, type of project, and country where project located, 


State 


guaranties issued 





Illinois: 


Product Country 

California: 

Marchant Calculators, Inc... ...--..- Business machines---...........-- Germany. 

ERD CE res ettneinnees-thainke andhe Intravenous solutions. .-_........- Italy. 

Edwin W. Pauley_..-..--- Awe Oil exploration.__._. oe suaginooi Jordan. 

pT 4 Sl a .| Petroleum exploration equipment_ Do. 
Connecticut: 

Perkin-Elmer Corp..........--...--- High precision instruments_......- Germany. 

Associated Seed Growers, Inc.....--- Seed cultivation................... Italy. 

Jacobs Manufacturing Co-..-......-.. SS ae United Kingdom. 
Idaho: Morrison-Knudsen Co., Inc......| Construction engineering--..--..-~- Denmark, 

Armstrong Paint & Varnish-_..._.--- Paints and varnish.............-.- France. 


Chicago Molded Products (3) -..-....- 
National Aluminate Corp. (2) 
Oppenheimer Casing Co............ 

Sparkler International, Ltd-.-.....- 
Marshall Oil & Chemical Co---..---- 
Barber-Green Co 


Gardner-Denver Co 
Indiana: 
Marmon-Herrington Co-_.....---..-- 
Tokheim Oil Tank & Pump Co 
Kansas: The Coleman Co 
Kentucky: Corhart 
Ine. 
Massachusetts: 
Godfrey L. Cabot, Ine. (4)--.----- 


Refractories Co., 


Raytheon Manufacturing Co. (2)-- 
Union Twist Drill Co..........-.-- : 
Greenfield Tap & Die 
DIRE Ee Si ncudelecknecneteeceas 
ETS FT Bi ecckscccatandeaes 
Lapointe Machine Tool Co-_..._..--- 
Michigan: 
Clark Equipment Co......-.-....--.. 
Dow Corning Corp 
Bord Meese? Oe. Csadascccicescadscue 
Fruehauf Trailer Co... .......-.-- 
Dow Chemical International, Ltd. | 
(2). 
Parke, Davis & Co 
Minnesota: 
General Mills (2) aR Rael 
Federal Motor Truck Co-__--....---- 
Minneapolis-Honeywell Regulator 
Co. 
New Jersey: 
Te Dt) eee ey 
Cooper Alloy Foundry Co-_-.....---- 
8. F. Appliances 
New York: 
Mobil Overseas Oil Co., Inc. (3) 
Smith-Corona, Inc..................- 
Von Kohorn International Corp------ 
Westinghouse Electric International | 
Cc | 


0. 
Foster Wheeler Corp. (2) 
Heyden Chemical Corp-.-.....------ 
Hohenstein, Walter P_.....---.- ; 
National Fastener Corp--.---------- 
Singer Manufacturing Co__...-..--.-- 


| Transportation vehicles. -_-_-_--- 





Standard Oil Development Co. (2). -- 


Fs tcninaedeia Rink <n candied 
Water-treating chemicals_........- 
Animal sausage casings 
Industrial filters.................. 

Waste oil refinery................- 
Construction machinery - --......- 
Catalyst for petroleum refining 


| Mine car loaders. ................- | 


Oil tanks and pumps---__-.....-.-- 
Space heaters manufacturing 
Refractories 


CN I ttt nes ola ‘ 


Radar and sonar equipment__----_| 
Metal-cutting tools..............-- 
FR txt tind hied wbincheowcinnh 
Chemical finishes 
Siren nn cue ska céteccdnegl 
Machine tools 


Materials handling equipment. --- 
Ray Relea gear itt Be 
Trucks and cars 
Truck trailers 
Plastics 


France, Italy, and United 
Kingdom. 
Germany, Italy. 
Germany. 
Netherlands. 
Turkey. 
United Kingdom. 
Do 


Germany. 


France. 
Netherlands. 
Germany. 
France. 


France (2), Germany 

United Kingdom. 
Germany, Italy. 
Germany. 
Netherlands. 

Do. 

Thailand. 
United Kingdom. 


Do, 
France (2), Germany (2). 
France. 
Japan, Netherlands. 


Pharmaceuticals. .............-..- | United Kingdom. 


Food processing. -.......-.....-.- 
Trucks and vehicle parts._.-.---..- 
Regulating instruments. ----_....- 


ON seine. dik it 5 shdecaiicess. 
Stainless steel valves 
Home appliances 


Oil distribution __._..............- 
WUE hs tk dénnecnwe 
Rayon manufacturing. -__-.._---.-- 
Electric generating equipment... -- 


Construction engineering 
Streptomycia 
a vitncogcimrdapknne tain’ 

NY ME inckwikthacncdeawdeus 





Sewing machines-_._...........-.- 
Oil refinery -__-- , ea 


Pakistan (2). 
Turkey. 
United Kingdom. 


Italy. 
United Kingdom. 
Do. 


Austria, Italy (2). 
Belgium. 

China (Taiwan). 
China, 


France (2). 

France. 
Do. 
Do. 
Do. 

France (2). 





State 


Product 





New York—Continued 


Johns-Manville Co- -._.--.---.--..--- 
Olin Mathieson Chemical Corp. (2) - - 
Otis Elevator Co. (2).........-...-..- 
J. Sklar Manufacturing Co. (2) 


American Home Products Corp. (5) -| 


Caltex Oil Products Co 


dope ie: 6 25533256055 ct. SU 
Powder actuated tools___........-- 
Elevators and equipment 
Optical equipment 
Pharmaceuticals 
Oil refinery 
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Country 


Ge 


Germany, Italy. 
Germany (2). 

Italy (4), Netherlands. 
Italy. 


National Biscuit Co_-_-_-._-_- | Biscuits and crackers__.........--- Do. 

Olin Mathieson Chemical Co. (3)_- | Industrial chemicals_-...........--- Italy, Turkey (2). 
ee See | SV MENUINE IIS how adecondaskiooskeesno Netherlands. 
is DRE, oo ccncnansons emails Castor oil derivatives__........--- Do. 

H. H. Sonnenberg-- Vemetien Dims. ...........-..s-.. Do. 
Kresno-Stamm Manufacturing Os. On Wee. ee: Do. 
General Foods Corp................- rene SURGE sic. 5 osc os. a San Peru (2) 
Le ee ee Telephone service. ..........-.--.-.- Peru. 

Rheem Manufacturing Co...........| Metal drums_..............-.-..-- Philippines. 
Dates oF Aepeieee.. «5. 5-5. ..-.... Hotel furnishings................-- Turkey. 
General Electric Co., Inc- Electrical products___--.-..------- Do. 


Cone Automatic Machine Co. “(2)- 


__.| Automatic screw machines ; tools-_- 


United Kingdom (2). 


Dictaphone Corp. ---- eee) 0 Ee United Kingdom. 
General Time Instrument Co__._---- Clocks and watches..............-- Do 
Knott Hotels Corp. (2)......--------- Hotel operation. .......-.-------- 


Kraft Foods (2)______- te 
Metallizing Engineering Co., Inc 


\ .§ ase 
Metal spray equipment 


United ‘Kingdom (2). 





oe ean United Kingdom. 
McGraw-Hill International_- Publishing - aad oe Do 
Pocket Books, Inc... Sica he aitinteiiricin cnpietinbenniessnmatinn Do. 
Preferred Utilities Manufacturing | Oil burners........-..------------- Do. 
‘0. 
E. R. Squibb & Sons................| Pharmaceuticals. -..............--- Do. 
Standard Brands, Inc_-------- FINE a Soares ccandimategurtetedoe Do. 
OO ee a | I Sind k Si ledcdcnse Do. 
Ohio: 
Concrete Chemicals Co...........--- Concrete admixes.___.......------ France. 
BO atk nbn a ductansacbapacume Automotive parts..............--- Do. 
Harshaw Chemical Co--_-.....-.---.-- I ooo ecn ce covccased Do. 
Lincoln Electric Co_- ee Welding materials__..........-..-- Do. 
Scent beaeind-Ebele xneea am noes Metalworking machinery ------- Do. 
CI CME on np nme anon ancnenas Electronic products--_..-..------ Germany. 
Firestone Tire & Rubber Co___----- yy >} Oy ER ee Do. 
Harris Seybold_____--.--- Uf ae Do. 
B. F. Goodrich__ I isi oe waco a a Philippines. 
Goodyear International | Tires and retreading___._..__. Turkey. 


Euclid Road Machinery Co. ec 


-| Earth-moving equipment 


United Kingdom. 


rmany. 
Germany (2), Turkey (2). 


Oregon: See ee See ee eis eee 
Farmen & Son Logging ( as. droll | Logging operation-.-.-..-.----- ..--| Guatemala, 
Oliver Farmen...- Pe Ea ae i aie ete ee etaaeas Do. 


Pennsylvania: 
Le) a 
Houdry Process Corp. Ree ok 
International Water Corp--- 
Koppers Co, (2)_-..----- 
Rohm & Haas Co___ ae aaa 
E. F. Houghton & Co. (2) ead 
Josephs Pacifico- at 
Westinghouse Air Brake Co. 
Leeds & Northrup Co : 
Mine Safety Appliance Co 

Rhode Island: Browne & Sharpe M: anu- 

facturing Co. (3) 


Vibratory equipment_-_-.-..-.-..-- 
Petroleum refining ------- Sana 
I oii ccc sn we nnitsinnina tel UE 

Styrene monomer | France, Guatemala. 
Agricultural fungicides--.......-.-- France. 

Chemicals and lubricants. ..-.....| Germany, Italy. 
J Italy. 

Railroad equipment___....-.--.-.-- Do. 

Control instruments. _............| United Kingdom. 
Miners’ lamps - - - - - -- sues Do. 
Construction machinery ne United Kingdom (3). 


Austria, Italy. 
France, Italy. 





Texas: Dresser Industries. -..._....-.-.-- Barite mining--.-.-.-...-.-- Greece, 
Wisconsin: 
Ray-o-Vac International, Inc........| Leakproof batteries __.-....--.---- | Denmark. 
A-P Controls Corp_------- Oil heater regulators _---.-..-.-- ..| Netherlands, 





Question 4. ‘‘What accounts for the rise in volume of guaranties since 1955?” 


Answer. There are several reasons for the upturn in the investment guaranty 
program since 1955: 

1. In August 1954 a reduction in the fee charges was announced coupled with a 
better type of guaranty contract. 


From the beginning of 1955 to the present a number of countries were added 
to "tha program which broadened the field of possibilities for investments with 
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guaranties. Following are the countries and the dates notes were exchanged 
to initiate the guaranty program: 





1955 Convertibility Expropriation 





The Mutual Security Act of 1956 (Public Law 726, 84th Cong.) amended the 
Mutual Security Act of 1954 and added guaranty coverage for losses incurred 
by reason of war (“war risk’). The convertibility and/or expropriation agree- 
ments in effect had to be amended to cover war risk guaranties. Following 
are the amendments and new agreements from 1955: 


Convertibility Expropriation War risk 
1956 
BOE, Wiicksdncconaife ccs 4 ecitid icaesiteeaetiniaal PE icecntncittiitisememdbeiate 
GOs Wow axbosnccsinn (he ekaceain sin dud wagtmtaaneeaae Se 
1957 
SUE Bor x ciincibecpatihcne ce maatkaaedaattcanae IT soit o:dncseids anssthintiaslacseatatiion 
WI iid sateiaintileeeliaiadecs A SR aE a i hcctektntatierccntsameee 
War O. 25... 0231,...32e Lc. mchbwedebdbol elaine tained side: adn Cileatb bed a hbctabak China (Taiwan) 
vume ©... ..usnimstabraid Afghenistem... ........~.iu..s4.. PII «bisa hoi cites dh Afghanistan. 
BE TE ic ncecncn enn aac cltadkid eeeiitiiin cMincisciciie cnet radi th olhed teil adie teed ee hia Israel. 
BUR. We onscreen cicican en naneaha taal tn Lede. tng be asda Thailand. 
I Wiigicss cscsbe PE ctrncn coca suesinandepdthoieinnndst tea tka Ailes 
ee ee GI 56a wis cipeebeded andes Te, ciisubtinhnatQuikessighitestlid 
Ce TN aac 52 acs nel Palle hcaleiacs wave dgge pico baranrseteaceneetede een aneneieieies alia late cael tale Italy. 
By ae OF UN caceho<isnesngenboneenias ieiiaal as abso comtetitbectes Vietnam. 
1958 
PO. TR ks ante cieoustshiccddadubinnsantcte dduaiaawbens theta seateee eae Jordan. 


3. An added effort was made by the staff at the behest of Congress to widen 
the knowledge and interest of American investors in the program through pub- 
licity, visits to key cities, conventions, etc. Additionally, there has been excellent 
support by the Department of Commerce, banking institutions, and professional 
groups and advisers interested in foreign investment which has grown markedly 
since 1955. 

4. We have improved our procedures and through added experience can ac- 
commodate applicants more rapidly and efficiently, which, of course, has its own 
effect on volume. 

5. The business community has become more cognizant of ICA’s willingness to 
take the risks to encourage new investment and they have responded with more 
risk-taking ventures. 

6. A number of the countries that have come into the program have used the 
availability of guaranties as a selling point to attract new investment. 

Question 5. ‘‘How do operating expenses of this program compare with those 
of private insurance companies?”’ 

Answer. It is obvious that a fair comparison cannot be made between ‘the 
cost of operating the investment guaranty program and those of commercial 
insurance companies because commercial insurance companies (1) base their 
premiums charged on experience and in addition thereto receive substantial 
earnings from the investment of their surplus; (2) we know of no commercial jin- 
surance company doing an active business in the field of insuring convertibility 
of currency, and against expropriation or confiscation and war damage. 

Under the investment guaranty program we are charged with the responsi- 
bility of taking unusual, uncontrollable risks and we are charged with doing 
everything possible to encourage and facilitate the new American investment 
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abroad. Our fees charged have been a secondary consideration, not based on 
experience, and our surplus accumulated fees are held by the United States 
Treasury without interest. 

Operating expenses, including commissions and taxes, of the casualty and surety 
companies vary by the risk and by the country. They are reported to range 
between 42 and 50 percent, with 45 percent being considered a fair average. 
This comparison, however, is not fair to the private companies since they have 
certain types of expenses which we do not have. For instance, there are commis- 
sions for the producers as well as the engineering services and the investigation 
and settlement of claims. We have no claim settlement expenses. However, 
perhaps as much as one-third of our staff time is used in the negotiation and de- 
velopment of new business. Additionally, we have certain types of expenses 
which insurance companies would not have, such as the negotiations with foreign 
countries and the securing of approvals from these countries. 

It is evident by inspection that our costs are below those existing in commercial 
practice. Our salaries are the typical Government pay scales, which are below 
comparable commission scales; for instance, our highest salary is $12,650, whereas 
> is well known that private insurance company salaries frequently exceed this 

gure. 

During the last year we averaged seven persons on the staff and completed 
$64 million in contracts or $9 million per employee. Currently, we have 9 staff 
members, of which 1 is almost completely engaged in developing new country 
agreements; the remaining 8 are in direct productive effort. 

We expect that the figure for this year will exceed that of last. At present we 
have in various stages $700 million in applications, from over 200 American 
companies, of which over $100 million is in advanced stages of processing. Each 
application in this $700 million volume, of course, requires discussion with appli- 
cants, careful handling, and followthrough. We know of no insurance or com- 
mercial company which attempts to handle this kind of volume with such a 
limited staff. 

Our staff reports to the Assistant to the Director for Finance. He has many 
other responsibilities so that we must share his time for policy guidance. Also, 
we have about one-third the time of an attorney and one-third of an accountant’s 
time. These are further economies. 

Therefore, while the investment guaranty program is not comparable to com- 
mercial insurance operations for expense comparison purposes, it is nevertheless 
evident that its costs are at an irreducible minimum and clearly less than com- 
mercial costs on the tests available. 

Question 6. ‘‘What is the gain to the gross national product of the countries in 
which investment guaranties have been issued and what may be expected from 
guaranties for which applications are pending?”’ 

Answer. While this is an excellent question, it can only be answered by ques- 
tionnaires submitted to the investors themselves. Since the Department of 
Commerce has requested funds for a compulsory survey of United States invest- 
ments abroad, a survey undertaken by ICA would in large measure duplicate 
the ground to be covered by that Department’s survey, as well as impose on the 
investors duplicate examination of their records. 

In general terms, however, it can certainly be asserted that American invest- 
ment does contribute to the gross national product of the recipient countries, and 
that it develops new products, new jobs and markets, as well as ancillary industries. 
The recently completed study by the Department of Commerce entitled ‘‘ United 
States Investments in Latin American Economy” has established the case for that 
area. The general conclusions drawn are probably equally applicable in other 
areas. 

Question 7. ‘‘What tax benefits and other incentives are offered to United States 
investors by foreign countries?”’ 

Question 8. ‘‘How does a small-business man find out about investment possi- 
bilities abroad?”’ 

Answer. A number of countries offer tax benefits to United States businessmen 
in order to encourage investments within their countries. The potential American 
investor should make contact with the local Department of Commerce field office 
or the Department of Commerce in Washington, D. C., to take advantage of its 
excellent information available on investment climate, laws and regulations, 
general economic conditions, and other business assistance; also to discuss various 
investment opportunities which have been reported and published in Department 
of Commerce mediums. 





} 
| 
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Also the foreign departments of banks and a number of private sources, in- 
cluding such professional advisers as attorneys, economists, and others, have 
specialized investment information on a number of countries. 

Additionally, the embassies and consulates provide information on the benefits 
of investing in their countries and the opportunities for investment which they 
wish to encourage. ‘The following is an example: 


“TRELAND 


‘(Excerpt from a brochure entitled ‘Opportunities for Industrialists’ prepared by 
the Industrial Development Authority, Dublin) 


“Cash Grants for New Industries 


‘1. In Development Areas.—In Development Areas (roughly the western part 
of the country) new industries may be assisted by any or all of the following non- 
repayable cash grants:— 

“Up to the full cost of factory sites and buildings; and 

“Up to half the cost of plant machinery and equipment; and 

“To cover the cost of training workers; and 

“To cover the cost of constructing or repairing roads, bridges, harbours, 
railways, canteens, and houses for workers. 

‘These facilities for new industries in Development Areas are provided by an 
independent Board appointed by the Government. 

‘2. In Other Areas.—In the remainder of the country the Industrial Develop- 
ment Authority can give nonrepayable cash grants for factory construction, where 
the new industry will provide substantial employment, or be mainly directed 
toward export markets. These grants may cover up to two-thirds of the cost of 
the new factory premises subject to a maximum grant of £50,000, and may be 
applied to the cost of acquiring, construction, and adapting the building. 


“Taz Reliefs 


“1. Reliefs from Government Taxes.—Recent legislation provides that no income 
tax or corporation profits tax is payable on profits earned on new exports for a 
period which for the present is five years. 

“The only Government taxes on company profits are Income Tax Corporation 
Profits Tax. 

“Income Tax is at the rate of 374% percent on net profits, after deducting ex- 
penses necessarily incurred in running the business. 

“Corporation Profits Tax is at the rate of 10 percent on profits in excess of 
£2,500 per annum, but Corporation Profits Tax is deductible in computing profits 
for Income Tax purposes. 

“Generous depreciation allowances—they have recently been increased by 
one-fourth—may be deducted in computing profits for tax purposes. 

““A special deduction of 20 percent of the cost of new plant and machinery and 
10 percent of the cost of new buildings is allowed in computing tax in any year in 
which expenditure of this kind arises. 

“If allowances exceed the profits of the year in which they are granted, the 
balance may be carried forward and set off against the profits of subsequent years. 

“2. Reliefs from Local Taxes.—The only local tax is based on the value of land 
and buildings, and in practice works out at about 2 percent per annum of the 
capital value of the property. 

“This tax is reduced by two-thirds in respect of new buildings, during the first 
seven years after their construction. In development areas this period is ten 
years. 

‘3. Avoidance of Double Tazxation.—There are agreements for the avoidance of 
double taxation with U. 8. A., Great Britain, and Canada. 

* * * * * * * 


‘‘An Investment Guarantee Agreement between the United States and Ireland 
provides for Ireland’s participation in the United States Investment Guarantee 
Programme whereby the United States Government insures new American 
investment abroad against the risks of inability to convert foreign currency 
receipts into dollars and against loss through expropriation. 

“Under a Treaty of Friendship, Commerce and Navigation nationals of the 
United States are guaranteed equality of treatment with Irish citizens. There are 
also arrangements to prevent unreasonable or discriminatory measures which 
would impair legally acquired rights or interests, and to give protection and 
security to property. 
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“Enquiries may be addressed to: Irish Embassy, 2234 Massachusetts Avenue 
NW., Washington 8, D. C.” 

Question 9. ‘‘Are guaranties issued for new investment or for old investment?” 

Answer. Investment guaranties are applicable to new investment or to addi- 
tions to old investments as well as to “additions to current lines of production.” 
This would include reinvestment of capital withdrawn through the depreciation 
account, and/or earnings of established enterprises which are put back in to 
increase the investment. 

Question 10. “Are guaranties issued on real property or on equipment?” 

Answer. Guaranties can cover investments in both real property and equipment 
except in the case of war risk guaranties. 

Concerning equipment, the legal distinction as to whether or not it is a fixture 
and hence a part of the real estate does not apply. If the investment covers 
equipment, either fixed or movable, it can be covered. In fact, the investment 
itself may be in the form of equipment, either movable or to be bolted down. 

The war risk guaranty is limited to the physical property of the foreign enter- 
prise, which means the buildings and equipment of the plant—not the real estate. 
It does not cover inventories, currency and securities, etc. 

Question 11. “In what fields can this program be used to encourage private 
business to help in the development of less-developed countries and to expand 
our general export-import trade?” 

Answer. (a) There are a number of countries which have indicated their desire 
to attract foreign capital and which have recently been approached to institute 
the ICA investment guaranty program as an inducement to Tmetleen investment; 
for instance, Morocco, Tunisia, Ghana, Cambodia, Laos, Malaya, Libya, Kuwait, 
and the Sudan. There are other less-developed countries which have been 
considering the program for some time and where there is a crying need for 
economic development. 

Some countries, such as Iraq, Burma, Ethiopia, Ceylon, and Indonesia, have 
been reluctant in moving to accept the program. The advantages of the guaranty 
plan are gradually becoming clear to these governments, some of which have 
recently indicated their desire to renew negotiations, as American investment 
protected by ICA guaranties have gone into neighboring countries participating 
in the program. 

In Latin America where country governments have felt that constitutional 
statutes preclude the acceptance of the expropriation provision of the standard 
agreement and where there is little likelihood of war, attempts are being made 
to negotiate for convertibility guaranties only. Agreements for convertibility 
only are in their final stages with Brazil and Chile and the program is under 
active consideration by Nicaragua and El Salvador. It is also anticipated that 
negotiations will shortly be opened with Argentina. 

(6) Reinvestment of earnings should be encouraged through making known 
that such investment is eligible for guaranties. This will assist established 
investors and encourage continuation and expansion of their investments. 

Edueation of the American business community should be continued and 
expanded, particularly on the advantages and opportunities existent in the less- 
developed countries. Means must be found and used to make known on a 
wider scale to businessmen the information available in the Government. Wher- 
ever possible joint efforts are being put forth to this end with the limited personnel 
and resources at the command of the pertinent offices. 

Technical assistance should be developed on an expanded basis through the 
use of experts and consultants on the methods of encouraging the flow of new 
investment to the new countries. Information is specifically needed on invest- 
ment legislation and administration of investment regulations, on incentives to 
promote investment, and the technique of centralizing data on investment oppor- 
tunities and making these known to potential investors. 

Encouragement should also be given to investors to open up new sources of 
materials and products for import to the United States. These in turn will 
provide the dollar earnings to buy machinery, vehicles, and other products from 
us and thus speed up the development of their countries. 

This increase in our exports and imports can be helped by foreign investment. 
That which can be done either through the investment guaranty program to 
encourage investment abroad or by the Department of Commerce to make known 
investment conditions and investment opportunities contribute either directly or 
indirectly to assisting trade. 

Additionally, more attention should be devoted to the small and middle-sized 
business concerns. Recently a collaboration has been begun with the Small 
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Business Administration to this end. Arrangements have been made to give 
more publicity on potential investment opportunities abroad. This information 
is being supplied by the Department of Commerce. Pamphlets and information 
on the investment guaranty program are being circulated, including a circular 
sent out by the ICA Office of Small Business which alone has brought in over 300 
inquiries for data on the guaranties program in the last 2 weeks. This work 
should be continued. 


Question 12. ‘‘What are the highlights of the Investment Guaranty Handbook?” 
Answer. 


INVESTMENT GUARANTIES IN BRIEF 


If you are planning to— 
Establish a foreign subsidiary, branch or affiliate; 
License a foreign company to use your patents or processes; or 
Increase your investment in an existing foreign venture; 
you may be able to obtain United States Government guaranties for your new 
investment against (not already existing investment)— 
Currency inconvertibility ; 
Expropriation or confiscation; and/or 
Loss by reason of war. 

The cost is generally 4 to 1 percent per year of the guaranty coverage for 
each type of guaranty, and is available for periods up to 20 years. 

The United States Government makes these guaranties available to help you 
make new investments in friendly foreign countries. Thirty-seven countries are 
now participating and others are expected to join. 

Investments may be— 

Case; 
Equipment or materials; and/or 
Patents, processes and techniques; 

and may be in the form of equities, loans, or licensing agreements. 

To be eligible for guaranties, the investment must be— 

By United States citizens; or 
By United States companies, majority owned by United States citizens; 
For a minimum generally of 3 years if a loan, or 
For 5 years if an equity investment or licensing agreement; and 
For promotion of trade or economic development. 

The following pages describe this protection, how to file an application, and 
the other procedures to follow. If any part of this information is not clear and 
you wish further details, kindly address your inquiry to Investment Guaranties 
Staff, International Cooperation Administration, Washington 25, D. C. 


I. Scope of the guaranty program 


Congress has authorized the investment guaranty program to encourage addi- 
tional private American investment abroad which might help accomplish any of 
the purposes of the mutual security legislation. 

At the present time there is no restriction as to size of investments which may 
be guaranteed. 

he Government does not offer guaranties against failure to make a profit, 
general devaluation of a foreign currency, inability or failure of a borrower to 
repay due to a decline in his assets, or against other normal business risks that 
attend any investment. 

The role of the United States Government in the guaranty program is to encour- 
age desirable investment in those countries which have agreed to the program 
and then to act solely as a guarantor. There is no interference in the operation of 
the business of the investor or in the business of the recipient of the investment, 
However, the United States Government will, in accordance with good business 
practice, upon paying a claim to the guaranteed investor, acquire the currency or 
claims on which the payment is based. All the agreements between the United 
States Government and the investor are set forth in a contract. 

Guaranties are now available in 37 countries and a great number of the overseas 
dependencies of countries participating in the program. 


II, Eligible investments 


In order to be eligible for guaranty the investment must be made by a citizen 
of the United States or a corporation, partnership, or other association of the 
United States or a corporation, partnership, or other association created under the 
laws of the United States or of any State or Territory, and substantially benefi- 
cially owned by citizens of the United States. Some of the forms of investment for 
which guaranties may be issued are the following: 
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Equity.—The investment may take the form of ownership, in entirety or in 
part, of a foreign business organization. The investor will be expected to show 
clearly that the additional investment will make a real and substantial contribu- 
tion to the expansion, modernization, or development of the foreign enterprise. 

Loans.—The investment may be in the form of a loan and secured or unsecured, 
provided that the term is no less than 3 years. 

Royalty agreements —The investment may take ‘the form of a licensing arranges 
ment which provides for the use of patents, processes, and techniques in exchange 
for royalty payments. 

Ordinarily, an equity investment or an agreement calling for payments of 
royalty or rent will not be considered eligible for guaranty unless it appears that 
the investment is intended to have a life of at least 5 years. 

Guaranty contracts may be written for a maximum term of 20 years from the 
date of issuance. 

arte ICA authority: to issue new guaranty contracts extends to June 30, 
1967. 


III. How to proceed 


When a prospective investor’s plans have been sufficiently developed to make 
it possible for him to do so, and before he has made the investment or committed 
himself to make it, he may file an application for an investment guaranty. Such 
an application need not be complete and final in every detail but should contain 
the essential facts about the proposed project and investment. All applications 
should be in quadruplicate. 

Before any investment guaranty contract is issued, ICA requires the investor 
to secure approval from the foreign government for the inclusion of his project 
under the investment guaranty agreement between the foreign government and 
the United States. 

There may be circumstances that make it desirable for an investor to make the 
investment, or to enter into a firm commitment to make the investment, before 
an investment guaranty contract isissued. For these or other reasons, an investor 
may request that ICA issue to him an assurance against prejudice on his 
application. 


IV. Convertibility guaranties 


An ICA convertibility guaranty contract provides protection against the risk 
of inability to convert investment receipts into dollars from the currency of the 
country in which the investment is made. Both transfers of earnings and re- 
patriation of capital are protected. 

The convertibility guaranty contract in essence insures that a means, available 
at the time the contract is issued, for converting foreign currency investment receipts 
into dollars will continue for the life of the contract. It is, basically, a guaranty 
against blockage of transfer into dollars of foreign currency receipts from an in- 
vestment. It assures that the investor can transfer receipts from his investment 
into dollars at approximately the rate at which exchange transactions are binge 
generally effected at the time of the transfer. 

The ICA makes use of a basic reference rate for the foreign currency, which is 
usually the exchange rate for the foreign currency certified to the United States 
Treasury Department for collecting United States customs duties on imports. 

The investor is assured that he can transfer his receipts under the contract at 
95 percent of the reference rate prevailing at the time he desires to make the 
transfer. (The 5 percent is to allow for minor fluctuations and such expenses as 
transfer commissions, mail or cable transfer charges.) 

Convertibility guaranty contracts are written to provide a specified total dol- 
lar amount of protection and, within broad limits, the investor can choose the 
amount of protection he wants to buy. 

Equity invesiment.—Ordinarily, the maximum protection for an equity invest- 
ment is an amount equal to 200 percent of the dollar amount of the investment. 

Loan investment.—The maximum that can be guaranteed is the amount (in 
dollars) of the principal, plus the total interest. 

Royalty agreements.—The maximum that can be protected is the sum (in 
dollars) of the royalty payments. 

The fee for a convertibility guaranty is 4% of 1 percent per year of the face 
amount of the contract. It is payable annually in advance. 


V. Expropriation guaranty 
By means of an ICA expropriation guaranty contract, American investors may 
assure themselves that they will be compensated by the United States Govern- 
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ment, in the event of expropriation, in dollars, in accordance with a formula for 
determining loss which is fixed in the contract. A guaranty against loss by reason 
of expropriation is also protection against confiscation (a taking without com- 
pensation). 

The nature of the protection offered varies with the form of the investment. 
In equity investments, expropriation will be deemed to have occurred if, for a 
period of 1 year, the foreign government prevents exercise of substantial control 
over the investment property. In loan investments, expropriation will be deemed 
to have occurred if, for a period of 1 year, the foreign government prevents any 
repayment of principal or, for a period of 3 years, prevents any payments of 
interest. 

In the event of expropriation, loss will be determined on a basis set forth in 
the contract and paid to the investor in dollars. The amount determined will be 
within the maximum established in the contract. 

Equity investments.—The loss will be the amount of dollars originally invested 
adjusted to reflect subsequent operations by adding the investor’s proportionate 
share of undistributed earnings and realized capital gains and subtracting the 
investor’s proportionate share of any capital distributions, operating losses, or 
realized capital losses. 

Loan investments.—The loss will be the principal and interest amounts due the 
investor as a result of the investment and outstanding on the date of expropriation. 


VI. War risk guaranty 


In some areas of the world American companies may be deterred in making 
an investment because of the fear of war and damage to their physical property. 
This guaranty will protect against loss resulting from direct damage to or destruc- 
tion of physical plant, equipment, and facilities covered by the guaranty contract 
and caused by war, whether or not under formal declaration, or enemy attack, 
including action taken by government authority in hindering, combatting, or 
defending against such occurrences, or as a consequence of such occurrences. 

Only the investor’s ownership in the physical property of the foreign enterprise 
may be covered by this guaranty. The maximum amount of guaranty obtain- 
able may not exceed 90 percent of the value of the investor’s ownership in the 
physical property and therefore the investor is thus a coguarantor to the extent 
of 10 percent. 

Only claims which exceed either $10,600 or 1 percent of the face amount of 
the guaranty will be eligible. This is to discourage the filing of minor claims. 
However, when a claim exceeds these limits, the entire claim is eligible. 

As soon after the filing of a claim as conditions permit, authorized agents of 
the Export-Import Bank will inspect the physical property to determine the 
damage. Loss will then be computed in accordance with the formula set forth 
in the contract. The formula will take into account the amount of the damage 
and the book value of the physical property. 

The fee for a war risk guaranty is }4 of 1 percent per year of the dollar amount 
of protection during the first 10 contract years. The fee is subject to adjustment 
in light of experience during the remaining contract years but may not exceed 
4 percent per annum, 


VII. Application instructions 


The application form (Investment Guaranty Application, Form ICA—20-2/4-57) 
should be submitted by the —— in quadruplicate addressed to: 
Investment Guaranties Staff 
International Cooperation Administration 
Washington 25, D. C. 
Written applications for guaranties should be filed prior to commitment of the 
roposed investment. Failure to do so may result in denial of the application. 
if urgent action is essential, a temporary waiver of this requirement may be 
secured by telephone or telegram to the Investment Guaranties Staff, Sterling 
3-6400, extension 2644. 
Investors may obtain the complete text of the Investment Guaranty Hande 
book on request of the above address. 
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